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Glossary 


Term 


2008 Grocery Inquiry 


ABARES 


ACCC 


ACCC consumer survey 


ACCC Report on Data 
Products and Services 


ACL 
CCB 


Central markets 


CMA 


Dairy Code 
Food and Grocery Code 


FTC 


Groceries 


Description 


The ACCC's 2008 inquiry into the price of groceries. The 

ACCC provided its report to the Assistant Treasurer and 

Minister for Competition Policy and Consumer Affairs on 
31 July 2008. 


Australian Bureau of Agricultural and Resource Economics 
and Sciences 


Australian Competition and Consumer Commission 


An ACCC survey of 21,481 Australian consumers 
conducted between 29 February 2024 and 2 April 2024, 
which sought information about how consumers engage 
with supermarkets. 


The eighth interim report of the Digital Platform Services 
Inquiry on data products and services, published on 21 May 
2024. 


The Australian Consumer Law 
Canadian Competition Bureau 


Large, physical marketplaces for the trading of fresh 
produce. Australia has 6 central markets, located in 
Brisbane, Sydney, Melbourne, Adelaide, Perth and 
Newcastle. 


Competition and Markets Authority (UK) 


Competition and Consumer (Industry Codes—Dairy) 
Regulations 2019 


Competition and Consumer (Industry Codes—Food and 
Grocery) Regulation 2015 


United States Federal Trade Commission 
The Terms of Reference define groceries to include the 


following: 


(a) groceries within the meaning of the Food and Grocery 
Code of Conduct; and 


(b) raw materials that are to be processed into, or used in 
the manufacture of, items covered by paragraph (a). 


The Food and Grocery Code of Conduct defines groceries 
as including: 


Horticulture Code 


Metcash banner stores 


Metcash-supplied 
independent supermarkets 


NZCC 


NZCC Grocery Market Study 


OECD 


Supermarket 


(a) food including fresh produce, meat and dairy items 
(other than dairy items sold for in-store consumption); 


(b) pet food; 


(c) non-alcoholic drinks (other than drinks sold for in-store 
consumption); 


(d) cleaning products; 
(e) toiletries, perfumes and cosmetics; 


(f) household goods, electrical appliances and 
kitchenware; 


(g) clothing; 

(h) “do-it-yourself” products; 

(i) pharmaceuticals; 

(j) books, newspapers, magazines and greeting cards; 
(k) CDs, DVDs, videos and audio tapes; 

(I) toys; 

(m) plants, flowers and gardening equipment; 


(n) tobacco and tobacco products. 


Competition and Consumer (Industry Codes—Horticulture) 
Regulations 2017 


Independent supermarkets operating under a brand 
licensed from Metcash, such as IGA. Metcash also 
provides support services including marketing and 
promotional services to these independent retailers. 
Metcash banner stores are a subset of Metcash-supplied 
independent supermarkets. 


Retailers to which Metcash supplies grocery products. 
These include Metcash banner stores, non-bannered stores 
and third-party banners such as FoodWorks. 


New Zealand Commerce Commission 


The New Zealand Commerce Commission's market study 
into the grocery sector, which ran from November 2020 
until the publication of its final report on 8 March 2022. 


Organisation for Economic Co-operation and Development 


Firms which sell to consumers bread, breakfast cereal, 
butter, eggs, flour, fresh fruit and vegetables, fresh milk, 
meat, rice, sugar and other packaged food or most of those 
groceries. The ACCC considers supermarkets to include 
ALDI, Coles, Costco, Drakes, Harris Farm Markets, 
Metcash-supplied independent stores, and Woolworths. 


Supplier 


Supplier roundtables 


Supply of groceries, farmgate 


Supply of groceries, retail 


Supply of groceries, 
wholesale 


Treasury 


Unit Pricing Code 


Firms (such as farmers, growers and dry goods 
manufacturers) that supply groceries to wholesalers or 
retailers. 


7 separate roundtable meetings between the ACCC and 
farmers, wholesalers and farmer representative groups 
between May and July 2024. These meetings allowed the 
ACCC to hear about the experiences of these industry 
participants. 


Where producers (such as dairy farmers, growers of 
horticultural crops, farmers of beef, pork, sheep and 
chickens, eggs, fishing and aquaculture) compete to supply 
their produce to an intermediary (processor, agent or 
wholesaler) or to a retailer. 


Where retailers (such as supermarkets, specialty retailers 
such as butchers and green grocers, food service 
providers) supply grocery products to consumers 


Where processors or wholesalers (such as horticulture 
packing sheds, dairy processors, abattoirs) supply grocery 
products to retailers, food service providers or for export. 


The Australian Government Department of the Treasury. 


Competition and Consumer (Industry Codes—Unit Pricing) 
Regulations 2021 


1. Executive Summary 


On 1 February 2024 the Treasurer directed the Australian Competition and Consumer 
Commission (ACCC) to inquire into markets for the supply of groceries (the Supermarkets 
Inquiry). Since the commencement of the Supermarkets Inquiry, we have: 


= published an Issues Paper, canvassing a broad range of topics on which we sought and 
received submissions 


= conducted a consumer survey (the ACCC consumer survey) 


= held roundtable discussions with suppliers and supplier representative groups across the 
country 


= gathered information from ALDI, Coles, Metcash and Woolworths using our compulsory 
powers. 


This Interim Report outlines information that has been gathered to date, primarily drawing on 
stakeholder submissions, responses to the ACCC consumer survey and feedback from 
supplier roundtables. 


We recognise the depth, extent and complexity of concerns relating to the supermarket 
industry. Those concerns are not held uniformly, and it is clear there is a spectrum of 
supplier and consumer experiences and perceptions. 


The purpose of this Interim Report is to capture all the key concerns that have been raised 
with us. Where those concerns are reproduced here, this does not reflect that the ACCC 
endorses those views or has formed a conclusion about their accuracy or reliability. Where 
we have reached a conclusion or have formed preliminary views we have said so. 


To the extent possible, we will test the concerns raised and claims made, and give further 
opportunities to comment, before we reach any conclusions in our Final Report. In the next 
phase of this inquiry, we will be conducting our own analysis using information, documents 
and data that we are gathering from the supermarkets and third parties, in many cases under 
compulsion. 


We invite submissions on the key issues identified in this Interim Report, as an input into this 
inquiry. The Final Report will include our findings and, as appropriate, recommend actions in 
response. 


11. Australia’s supermarket industry is highly 
concentrated 


1.1.1. Changes to the supermarket industry since 2008 


The ACCC last conducted an inquiry into the Australian supermarket industry in the 2008 
(the 2008 Grocery Inquiry). Since then, there have been some significant changes in the 
industry. 


ALDI has materially increased the number of stores it has, from around 170 stores to over 
590 stores, and its share of take-home grocery sales. From 2016, Kaufland took significant 
steps towards opening supermarkets in Australia but then withdrew some 4 years later. The 
share of sales for Metcash-supplied independent supermarkets has contracted. 


Meanwhile Coles and Woolworths have increased their number of stores, expanding their 
geographic coverage and increasing the number of supermarkets in existing coverage areas. 
They have also expanded their businesses into broader “ecosystems”, supplying an 
increasing range of products and services in related or adjacent markets. 


In the broader economy, technology has advanced significantly, and has had a 
corresponding impact in the supermarket industry. Supermarkets collect and analyse 
substantial production, sales and consumer data, and use the insights for many aspects of 
their business, both customer-related and supplier-related. 


Online shopping and delivery have increased in recent years, particularly precipitated by the 
COVID-19 pandemic. Loyalty programs have grown and evolved, with member-only pricing a 
potentially significant recent development. 


1.1.2. Market structure 


We have conducted preliminary analysis of the share of supply of national take-home food 
and grocery sales more broadly, and the share of supply of supermarket retail sales. 
Regardless of the scope of analysis, Coles and Woolworths between them account for a 
large proportion of grocery supply in Australia. 


Figure 1.1 presents our estimate of share of national take-home food and grocery sales 
nationally. Coles and Woolworths have expanded their share of take-home food and grocery 
sales by a combined 3.7 percentage points since 2006-07, and collectively account for over 
57% of national take-home food and grocery sales. ALDI and ‘All other retailers’ have also 
expanded their share since 2006-07. Metcash, as a proxy for the independent stores it 
supplies, has seen a decrease in its share by more than 10 percentage points since 
2006-07. 


Figure 1.1: Concentration is high when considering sales in the grocery sector’ 


Estimated share of supply for national take-home food and grocery sales 


Supermarket Share of national take-home food and grocery sales (%) 
2002-03 2006-07 2022-23 
Woolworths 30.6 30.8 32.5 
Coles 23.1 22.8 24.8 
ALDI 1 2.8 8.1 
Franklins 1.6 1.1 n/a? 
Metcash wholesale supply? 19.7 16.6 5.7 
All other retailers* 24.1 25.9 28.9 


Source: Grocery Inquiry 2008, ABS Australian Retail Trade estimates, company annual reports, media reports. 


Looking more narrowly at supermarket retail sales, based on revenue in the 2023 financial 
year, we estimate: 


= Coles and Woolworths account for approximately 67% of national supermarket retail 
sales 


= the largest 3 supermarket operators (ALDI, Coles and Woolworths), plus Metcash 
(wholesale supply to independent supermarkets), account for 83% of national 
supermarket retail sales. 


Australia’s supermarket industry at the retail level is an oligopoly. That is, most supply in the 
market is from a small number of market participants. In an oligopoly, we expect market 
participants to maximise their profits based on expectations of how other market 
participants are likely to react. If dominant market participants believe that a reduction in 
prices will provoke an equal reduction by other dominant market participants, resulting in a 
lower profit margin without a change in market shares, this will tend to reduce the incentive 
to compete vigorously on price. 


1.1.3. Key competitors 


Coles and Woolworths provide broadly similar supermarket offerings. They appear to price 
at similar levels and offer similar non-price offerings. We are assessing the nature and 
extent of competition between Coles and Woolworths, and this will be a material factor in 
our assessment of the level and nature of retail competition more broadly. 


ALDI has a differentiated approach compared to Coles and Woolworths. Responses to the 
ACCC consumer survey indicate that ALDI’s limited range means that many consumers shop 


1 Reproduction of figure 7.2 in chapter 7. 
2 Metcash acquired Franklins in 2011. 


3 We use Metcash’s ‘Food’ revenues as a proxy for the independent supermarkets it supplies. This understates the share for 
these stores, as Metcash revenues do not reflect retail margins and do not include the independent supermarkets’ sales of 
goods which they did not source from Metcash. Understating Metcash-supplied stores’ revenue and market share also 
overstates the revenue and market share of the ‘All other retailers’ category. Metcash’s ‘Food’ revenues consist of 
revenues generated via the distribution of products and services to independent supermarkets and convenience retail 
outlets. See Metcash, 2023 Annual Report, p 76. 

4 ‘All other retailers’ includes grocery sales at all other supermarkets (e.g., Drakes (SA), Costco, and SPAR supplied stores), 
as well as speciality retailers (e.g., butchers and greengrocers). It does not include grocery sales at category specialists 
(e.g., Chemist Warehouse), online retailers (e.g., Amazon), or food sales at take-away outlets, cafes and restaurants. 


at ALDI for products available there first, before shopping elsewhere (principally Coles and 
Woolworths) for products not ranged by ALDI. 


Consistent with this, our preliminary analysis suggests ALDI stores are, on average, 
significantly closer to a competing supermarket. Figure 1.2 indicates ALDI stores are on 
average 400 metres or less from a competing supermarket, whether located in cities or 
regional areas. The close proximity of ALDI stores to other supermarkets seems likely to 
increase convenience for those of its customers requiring a top-up shop at a different 
supermarket. 


Figure 1.2: ALDI sites are, on average, within 400m of a competing supermarket® 


Average distance from a supermarket to the nearest competing supermarket 
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Source: ACCC analysis of data provided by GapMaps. 


Our preliminary analysis suggests that, while ALDI has approximately a 9% share of 
supermarket retail sales based on FY23 figures, it provides only a partial constraint on Coles 
and Woolworths. This is based on a number of factors, including: 


= ALDI’s product range covers only part of Coles and Woolworths’ ranges 


= despite significant expansion, ALDI’s store numbers are still significantly lower than 
Coles’ and Woolworths’ 


« ALDI does not operate in remote areas or in Tasmania, the Northern Territory or Far 
North Queensland 


« ALDI does not provide online shopping or delivery services. 
Metcash-supplied retailers are independent businesses that collectively comprise about 


7% of supermarket retail sales based on FY23 figures. Metcash submits that independent 
supermarkets are able to compete on service and product range — they have a strong 


5 Reproduction of figure 7.13 in chapter 7. 


understanding of the community they operate in and stock products tailored to the 
community’s tastes. 


Most independent supermarkets have no cost-effective alternative to Metcash for the supply 
of the bulk of their packaged groceries. Given the large number of independent 
supermarkets Metcash supplies, Metcash has a significant role in competition and prices at 
the retail level. We are considering the extent that Metcash’s wholesaling practices and 
market position may limit effective competition on price by Metcash-supplied independent 
supermarkets. 


1.1.4. Likelihood of significant entry or expansion 


We are considering the likelihood of significant entry or expansion in supermarket retailing in 
Australia. We are also considering the extent of barriers to entry and expansion in the retail 
supply of groceries in Australia, and whether these potential barriers may be preventing or 
hindering effective new entry or expansion. 


Costco opened its first store in 2009 in Victoria and has expanded to 15 stores, with plans to 
open 5 more stores in the next 5 years. ALDI opened its first store in 2001 and has now 
reached a national share of supply of approximately 9%. Our preliminary view is that 
Costco’s entry and ALDI’s successful expansion demonstrate the significant investment, 
time and differentiated offering required to expand in the Australian supermarket landscape. 


Submissions to the Issues Paper indicate that the key elements required for successful entry 
or expansion at scale are building a supplier network, economies of scale at the wholesale 
level, and access to suitable retail sites. Regarding access to suitable retail sites, interested 
parties have raised a range of concerns about the possibility of ‘land banking’. That is, 
acquisitions of sites where competitors operate and the potential that some local areas are 
being oversupplied to the detriment of competition in the long term. While we canvass these 
submissions in this Interim Report, we have not yet formed any conclusions on their merit. 


Our preliminary view, consistent with the ACCC’s findings in the 2008 Grocery Inquiry, is that 
planning and zoning laws may slow a supermarket retailer’s ability to develop new stores by 
creating additional costs or adding significant delays. We will consider this issue further in 
the Final Report. 


1.1.5. Supermarket profitability and margins 


Some public commentary has pointed to supermarket profit levels as evidence of a lack of 
competition at the retail level of Australia’s supermarket industry. Coles and Woolworths 
have both increased their EBIT margins over the past 5 years but they submit that their profit 
levels are not unreasonably high. Elevated margins and profitability can be a consequence of 
a business holding market power. However, it is important to note that charging high prices, 
including in an exercise of market power, is not of itself a contravention of Australia’s 
competition or consumer laws. 


It is possible to compare the profitability of Australia’s supermarkets with their international 
peers. However, there are inherent challenges in reaching meaningful conclusions from such 
comparisons, including because market conditions vary between countries. 


We consider any assessment of the significance of margins and profitability must also 
factor in the level of risk being borne by the business. Businesses operating in a lower-risk 
environment can generally be expected to achieve lower returns. Businesses with market 


power may be able to exercise their market power not only to increase prices but also to 
reduce the level of risk they bear. 


We will consider supermarket profitability and margins further in the remainder of this 
Inquiry, including through analysing supermarket data that we are obtaining under 
compulsion. 


1.2. Concerns raised with us about supermarkets 


All Australians are experiencing an increased cost of living. Increasing grocery prices are a 
significant contributor to the increasing cost of living and are front of mind for consumers, 
given the frequency of spending at supermarkets, and amount spent. 


Many consumers have told us they are facing grocery prices they consider excessive and 
that supermarkets’ practices are taking advantage of them in various ways explained further 
below. We recognise increases to grocery prices over the past 5 years have been due, at 
least in part, to supermarkets’ costs increasing. However, we are examining whether 
supermarkets are exercising market power to increase prices more than is necessary to 
accommodate these cost increases. We are also examining whether supermarkets are 
otherwise engaging in business practices that cause detriment to consumers. 


Many grocery suppliers to supermarkets have told us they consider that they are being 
exploited, receiving unsustainably low prices for the goods they supply and having little 
choice but to agree to highly unfavourable terms. We are considering these claims and are 
analysing whether supermarkets are contributing to, or taking advantage of, information 
asymmetries, resulting in suppliers lacking the information they need to make efficient 
business decisions. 


There is an inherent tension between the claims of suppliers that they are receiving 
unsustainably low prices for their products and claims of consumers that they are paying 
excessively high prices for their groceries. In exploring these claims, we are taking into 
account cost increases in the economy broadly and, to the extent possible, distinguishing 
outcomes for grocery prices that are not explained by those cost increases. 


1.3. Consumers raise a broad range of concerns 


1.3.1. ACCC consumer survey 


The ACCC consumer survey received 21,481 responses, which is more than any other survey 
we have conducted. This level of response likely reflects the depth of concern in the 
community with supermarkets, particularly when consumers are facing increasing cost-of- 
living pressures. Submissions from individual consumers and consumer representative 
organisations in response to the Issues Paper addressed some concerns that were also 
raised by the ACCC consumer survey, and largely echoed those concerns. 


We undertook the survey because we wanted to hear directly from Australian consumers 
about their concerns, and to understand how they undertake their grocery shopping in 2024. 
Information about the nature of consumer concerns enables us to identify relevant issues 
for further exploration. We obtained demographic and geographic information about 
respondents which informs our understanding of how consumers’ concerns or shopping 
behaviours may vary based on these characteristics. 


We did not design the survey to be statistically significant. However, the volume of 
responses — which were broadly representative of the population across many demographic 
dimensions — gives us confidence that the survey provides valuable insights into the nature 
of consumer concerns and grocery shopping behaviours. 


One important highlight of the feedback we received regarding shopping behaviours is how 
consumers decide which supermarket to shop at for their main shop. Convenience and value 
were the most commonly cited reasons. 


Figure 1.3: ‘Convenience’ and ‘Value’ are cited by many surveyed consumers as reasons for 
deciding on which supermarket to shop at for their main shop® 


Factors that influence respondents’ decisions on which supermarket to go to for their main 
shop 


Convenience 

Value 

Wide range of products 

Quality of produce 

Wide range of brands 

Familiarity with store 

Ease of access/parking 

Quality of pantry items and non-perishables 
Customer loyalty program 

Opening hours 

Store characteristics 

There is no other option in my area 
Delivery options 

Accessible/easy to use website 
Reliable delivery 

Attached liquor store 

Other 


0% 20% 40% 60% 80% 100% 
% of respondents 


m Main Factor Secondary Factor 


Source: ACCC consumer survey. 


1.3.2. Affordability and increasing prices 


The ACCC consumer survey showed the extent of pressures some consumers are facing. 
We heard of consumers buying less food or skipping meals, and we heard about the 
emotional distress that grocery shopping causes for some. 


As might be expected, the ACCC consumer survey responses suggest grocery affordability 
is a particularly significant concern for low-income households. A significant proportion 
(76%) of respondents in the lowest reported household income bracket (less than $499 per 
week after tax) reported spending at least 20% of their post-tax income on groceries, and 
28% reported they spend at least 40% of their post-tax income on groceries. 


6 Reproduction of figure 6.1 in chapter 6. 


Some measures consumers take in response to higher grocery prices may be less 
accessible to consumers on low incomes. For example, taking advantage of discounts for 
bulk purchases requires the ability to spend more in the short run. We observed a trend in 
the ACCC consumer survey results where respondents in the lowest household income 
brackets were less likely than those in higher brackets to purchase items in bulk when on 
special or discounted, such as “multi-buy” specials. 


The ACCC consumer survey also revealed a significant disparity between the choice 
available to consumers depending on the remoteness of where they live. One third of 
respondents in remote areas say the primary factor in choosing their main grocery store is 
they have no other option. This compares with 6% of respondents in regional areas and 
1% of respondents in metropolitan areas. 


In addition, respondents who live in remote areas were significantly more likely to report 
having an independent supermarket as their main store compared with respondents in 
regional or metropolitan areas, meaning they may not benefit from state or national pricing 
strategies used by Coles and Woolworths. 


1.3.3. Pricing and promotional practices 


Responses to the ACCC consumer survey, and some submissions to the Issues Paper, 
indicated that some supermarket promotional activities make it difficult for consumers to 
assess value. 


Consumers have benefited from prices becoming more accessible online. However, 
impediments to price comparisons between supermarkets remain. Increased access to 
pricing information, both online and through price comparison tools, may improve 
consumers’ ability to make meaningful comparisons between supermarkets. 


Consumers have raised concerns about “shrinkflation” when a product reduces in size 
without a corresponding reduction in price. More specifically, the concerns arise when this 
reduction is not apparent to consumers. 


The responses to the ACCC consumer survey indicated that unit pricing, which shows how 
much a product costs using a standard unit of measurement, is useful for consumers. It is 
widely used, with 89% of respondents ‘always’ or ‘usually’ using it for their shop. 
Submissions to the Issues Paper and survey responses indicated that the effectiveness of 
unit pricing could be improved, for example in relation to readability and consistency of the 
units of measure. 


1.3.4. Loyalty programs 


The ACCC consumer survey found that most respondents (81%) are members of at least 
one supermarket loyalty program. A majority of respondents (51%) are members of at least 
2 supermarket loyalty programs. 


The ACCC consumer survey found that the main reason most respondents (60%) use loyalty 
programs is ‘to collect and redeem points for future grocery purchases’. Members of Coles 
and Woolworths’ loyalty programs earn a base rate of one point for $1 spent at the retailer 
and can redeem 2000 points to receive $10 off a future purchase. 


Recent developments with loyalty programs include member-only pricing, where some 
supermarkets offer lower prices on selected products to their loyalty program members. 


We are interested in whether consumers are properly informed about supermarket loyalty 
programs’ practices, terms and conditions, especially with respect to how to obtain the 
benefits advertised. We are also considering whether loyalty programs may act as a barrier 
to entry or expansion for rival supermarkets. 


Many respondents to the ACCC consumer survey expressed concern that they are being 
penalised for not participating in loyalty programs. Some consumers may feel they no longer 
have a real option not to participate in loyalty programs. 


1.3.5. Data and privacy 


Australian consumers are better off when they are both sufficiently informed and have 
sufficient control over the collection and use of their data. 


We are aware of a number of ways businesses may collect data from consumers. This can 
include information collected through loyalty programs. Almost half of respondents (49%) to 
the ACCC consumer survey who do not participate in any grocery loyalty programs reported 
this is because they ‘don't want grocery stores to collect my data’. Other sources of 
information include transaction information from purchases and consumers’ use of online 
stores and mobile apps for browsing and shopping. 


Technological developments may also be a source of consumer data for businesses. Some 
supermarket privacy policies or terms and conditions now refer to the collection of video 
and audio data from surveillance technologies including CCTV and body-cameras worn by 
staff or technology to track consumers’ movements throughout stores using ‘mobile phone 
technology’. 


1.4. Suppliers raise concerns about the buyer 
power of supermarkets 


In May and June 2024 we hosted roundtables with suppliers and supplier representative 
groups around the country. The roundtables were in Toowoomba (Qld), Shepparton (Vic), 
Renmark (SA), Launceston (Tas) and Bunbury (WA). We also held virtual roundtables, 
including a virtual roundtable for NSW-based suppliers and a virtual roundtable with those 
unable to attend the in-person roundtables. 


In submissions to the Issues Paper and in the roundtables, suppliers repeatedly raised 
strong concerns about the alleged practices of the supermarkets. We have not yet reached 
conclusions about whether the supermarkets do engage in such practices or, to the extent 
that they may, their impact on the efficient operation of grocery supply chains. 


Our Final Report will examine whether and how supermarkets or other buyers through 
grocery supply chains may be exercising market power, and the extent to which such 
practices, if they are occurring, may be impeding the efficient operation of grocery supply 
chains. 


1.4.1. Supplier vulnerability to supermarket buyer power depends 


on market characteristics 


There are many markets for the supply of products to supermarkets and they have a range 
of market conditions and dynamics. In those markets where production is highly 


fragmented, producing perishable, homogenous products, and where a small number of 
supermarket chains are the primary distribution channel, bargaining positions are likely to be 
highly unbalanced in favour of supermarkets. 


Suppliers operating in markets exhibiting these characteristics have raised concerns that the 
supermarkets are able to exercise buyer power by: 


= purchasing the suppliers’ goods at prices below efficient levels, including below costs of 
production 


= exploiting informational asymmetries, such as by deliberately encouraging oversupply 


= imposing contractual terms and engaging in practices that allow supermarkets to 
unfairly retain a disproportionate amount of the value created in supply chains, and place 
disproportionate risk on suppliers. 


In contrast, in markets where suppliers enjoy substantial brand loyalty or have access to 
other substantial sales channels, supermarket buyer power is less likely to raise concerns. 
Rather, it may improve the efficiency of the operation of supply chains by counteracting 
supplier market power. In general, markets for the supply of packaged goods are more likely 
to meet this description. 


However, many suppliers of packaged grocery products also operate in environments where 
their products do not enjoy substantial brand loyalty and they are heavily dependent on 
supermarkets as a distribution channel. Reflecting this, concerns have also been raised 
about trading relationships with supermarkets in relation to packaged grocery products. 


1.4.2. Suppliers subject to weekly tenders 


The strongest concerns we've received are from fresh fruit and vegetable suppliers who 
need to participate in weekly tenders to supply their products to Coles and Woolworths. 


Suppliers who are approved as a ‘tier 1’ supplier by Coles or Woolworths may supply directly 
to them. However, the terms on which they can do so, particularly in relation to quantity to be 
supplied and price, are often not stipulated in the supplier's agreement with the 
supermarket. Rather, price and quantity are often set week to week through these tender 
processes. The concerns raised by these suppliers relate to a wide range of topics including: 


= the price at which they supply to the supermarkets, including their alleged inability to 
negotiate or to decline to supply due to the perishability of their products and extremely 
limited alternative destinations for their products 


= not having sufficient information about future prices and demand to make informed 
decisions about investments and future supply output, with those decisions often 
required many months ahead of supplying supermarkets 


= trading arrangements that place a disproportionate level of risk and cost on suppliers 


= concerns that supermarkets’ quality assessment and rejection process is used for 
purposes other than genuine quality issues, including to manage volumes they receive 


= payments that suppliers are required or pressured to make (for example, for 
promotions). 


Some of these concerns have also been raised by ‘tier 2’ suppliers, who need to use 
intermediaries, such as tier 1 suppliers, to supply to the supermarkets. 


Suppliers consistently report that they would not consider raising their concerns with the 
supermarkets due to their fear that it would jeopardise their commercial relationship. 


1.4.3. Suppliers with longer-term supermarket commitments 


We have also heard concerns from suppliers that have longer-term contracts in place with 
the supermarkets, including for the supply of packaged grocery products. These suppliers 
have raised strong concerns about difficulties in seeking to pass on increases to their costs. 
They have told us that if they request a cost price increase, in some cases the supermarket 
will only accept a proposed price increase if it is accompanied by an increase in trade spend 
(such as rebates paid to the supermarket or additional funding for promotional activities), 
otherwise the proposed cost increase may only be partially accepted. 


Some suppliers have also raised concerns that at range reviews, the supermarket may ask 
for additional trade spend commitments, and may initiate discussions on issues such as 
volumes, shelf placement or delisting in order to pressure suppliers to commit to additional 
trade spend. 


1.4.4. Case studies 


In the Final Report, we will draw on a series of case studies of selected grocery supply 
chains, including across meat and livestock, fresh produce and packaged food and non-food 
items set out in the table below. We have selected supply chains with varying market 
dynamics to compare the issues and outcomes. 


Product category Products 

Meat products Beef, chicken and pork 

Fresh produce Bananas, apples, strawberries, cucumbers and potatoes 
Other animal products Eggs and drinking milk 

Packaged food items Cereal and biscuits 

Non-food items Pet food and dishwashing tablets 


In preparing for the Final Report, we will examine to the extent possible prices and margins 
across these supply chains and the difference between the prices paid, and prices charged, 
by suppliers, wholesalers and retailers for these grocery products. 


1.5. What next 


Our Final Report is due to the Treasurer by 28 February 2025. It will set out our findings and, 
as appropriate, include recommendations to the Australian Government for action in 
response to the findings. 


We are considering all matters outlined in the Terms of Reference for this Inquiry. However, 
given the breath of concerns raised with us, it will not be possible to analyse each concern in 
depth in the Final Report. We intend to focus our analysis on the key issues identified to 
date, as set out in box 1.1. 


The issues listed in box 1.1 are neither final nor exhaustive. We may identify more key issues 
as this Inquiry progresses, including after considering further information we obtain or after 
we've considered submissions to this Interim Report. 


We invite feedback on this Interim Report, including in particular any further information 
stakeholders may provide on the key issues we identify in box 1.1. below. We will consider 
submissions we receive before making findings or recommendations in our Final Report. 


As with our Issues Paper, interested parties may make confidentiality claims over their 
submissions including their name and the name of their business. Please refer to chapter 2 
for more information on confidentiality claims. 


In the second phase of our Inquiry we will: 
= consider submissions in response to this Interim Report 
= gather and analyse further information and documents, some under compulsion 


= conduct formal hearings in October and November, which will generally be held in public 
with the potential for some to be held in private. 


Box 1.1: Key issues for the remainder of this Inquiry 


We invite feedback on these key issues, or any other aspect of this Interim Report, which 
we will consider before making findings or recommendations in our Final Report. 


How to make a submission 


You can provide a written submission by emailing it in either PDF or Word format to 
supermarkets@accc.gov.au. The closing date for submissions is 18 October 2024. 

Please refer to section 2.3 for more information, including on claims of confidentiality over 
submissions. 


Supermarket price setting practices 


We are gathering detailed information from supermarkets on grocery prices and price 
setting practices, which we will analyse, and we will report on our findings in the Final 
Report. Our analysis will likely consider, for example: 


= how prices are set for smaller format stores and stores in remote communities 
= how product prices have changed over time 

= price differences between supermarkets 

= promotional pricing activity, including the frequency of promotions 

= differences between prices paid by consumers and prices charged by suppliers. 


Consumer experience 
With respect to consumer experiences, key issues we will likely focus on include: 


= how pricing and promotional practices may impact consumer behaviour and 
purchasing decisions 


= how loyalty programs may impact consumer behaviour and purchasing decisions. This 
may include consideration of specific practices such as the use of personalised offers 
and member-only pricing. 


issues impacting vulnerable consumers, focussing on consumers on lower incomes 
and remote consumers. 


the feasibility and likely impact of the options outlined in this Interim Report to address 
consumer concerns raised by stakeholders. These options relate to: 


— promotional activities which may make it difficult for consumers to assess value 
— the ability of consumers to compare prices between supermarkets 

—  shrinkflation 

— unit pricing 


— the ability of an unfair trading practices provision to address any potential issues 
relating to loyalty programs and data collection and use. 


In addition, we may consider other options that are proposed in response to the Interim 
Report. 


Retail Competition 


We will likely focus on the following retail competition issues: 


the nature and extent of competition between Coles and Woolworths 


the competitiveness of independent supermarkets, including the impact of Metcash on 
the ability of independent supermarkets to compete on price 


entry and expansion, including barriers to entry or expansion with a particular focus on 
access to retail sites. 


Supermarket profitability and margins 


With respect to supermarket profitability and margins, we will aim to: 


draw out any useful comparisons between the profitability of Coles and Woolworths 
and their international peers 


analyse the product margins of selected products over time, including by reference to 
prices, costs and revenue 


examine the margin metrics that take into account payments received from suppliers, 
for example for promotions. 


Grocery supply chains 


In our final report we will examine whether market power is being exercised in grocery 
supply chains and if so, the impact of this. For example, we will test and understand 
further the challenges suppliers have raised with us thus far, including the following: 


their ability to effectively negotiate on price and implications for suppliers’ ability to 
make efficient production decisions 


information asymmetries between supermarkets and suppliers and the impact on 
supplier ability to plan, operate, invest and manage risks associated with operating 
their businesses 


their ability to effectively negotiate other trading terms such as rebates, promotional 
funding or use of ancillary grocery supply chains services offered by Coles and 
Woolworths, including whether these trading terms place disproportionate risk on 
suppliers 


= hesitation about raising concerns with supermarket chains due to fears of jeopardising 
their ongoing commercial relationship. 


In considering these issues we will examine the extent to which they are more or less 
prevalent in supply chains with different characteristics, such as numbers, size and types 
of suppliers and buyers, perishability of suppliers’ goods, homogeneity of products or 
brand recognition. 
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2. About the Supermarkets 
Inquiry 

This chapter provides background information about the Supermarkets Inquiry in the 

following sub-sections: 

= scope of the Supermarkets Inquiry 


= conduct of the Supermarkets Inquiry 


= next steps. 


2.1. Scope of the Supermarkets Inquiry 


On 1 February 2024, the Treasurer, the Hon Jim Chalmers MP, directed the ACCC to hold an 
inquiry into pricing and competition in Australia’s supermarket industry (the Supermarkets 


Inquiry).’ 


The Treasurer's Direction sets out the terms of the Supermarkets Inquiry, including what the 
ACCC can and cannot consider (Terms of Reference).® 


The Terms of Reference state that matters to be taken into consideration in the 
Supermarkets Inquiry must include: 


= the structure of the markets for the supply of groceries by suppliers, wholesalers and 
retailers, including: 


— the level and nature of competition at each of these levels of the markets; and 


— relationships between the parties at different levels of each of the markets (for 
example, relationships between wholesalers and retailers); and 


— the competitiveness of small and independent retailers, including those in regional 
and remote areas; and 


— the impact of technological change on each of the markets, including the impact of 
the growth of online shopping; and 


= the approach of suppliers, wholesalers and retailers to setting prices for groceries, 
including the use of data analytics in setting prices; and 


= factors affecting the price of inputs along the supply chain for groceries, including: 
— any impediments to the efficient availability of inputs along the supply chain; and 
— any impediments to the efficient pricing of inputs along the supply chain; and 


— any difference between the prices paid, and prices charged, by suppliers, wholesalers 
and retailers for groceries; and 


= non-price aspects of competition in the markets for groceries, including the impact of: 


7 For the purposes of the Supermarkets Inquiry, the term ‘supermarkets’ refers to ‘supermarket business’ within the meaning 
of Competition and Consumer (Industry Codes—Food and Grocery) Regulation 2015 (Food and Grocery Code of Conduct). 
The ACCC will use the term ‘supermarkets’ to refer to large supermarket chains (such as Woolworths, Coles and ALDI), as 
well as small and independent supermarkets (such as IGA, Harris Farm and Drakes). 


8 — Competition and Consumer (Price Inquiry — supermarkets) Direction 2024. 
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— loyalty programs; and 


— discounts offered by retailers for future purchases of groceries or other goods or 
services.’ 


The Terms of Reference state that the Supermarkets Inquiry is not to extend to the following: 
= the supply of a good or service by a State or Territory authority'®; and 


= reviewing the operation of any Australian law (other than the Competition and Consumer 
Act 2010 (Cth)) relating to the supply of groceries, except as necessary to consider the 
matters set out elsewhere in the Terms of Reference; and 


= reviewing the operation or scope of the Food and Grocery Code of Conduct, except as 
necessary to consider the matters set out elsewhere in the Terms of Reference. 


Please refer to Appendix C for a copy of the Terms of Reference. 


2.2. Conduct of the Supermarkets Inquiry to date 


The Supermarkets Inquiry has had regard to information from a variety of sources. We 
describe them below. 


2.2.1. Issues Paper and submissions received 


On 29 February 2024, the ACCC published an Issues Paper which outlined issues upon which 
the ACCC sought feedback from interested parties. 


The ACCC received a number of submissions in response to the Issues Paper. Submissions 
from over 80 interested parties are available on the ACCC’s website." 


The ACCC received some submissions with claims for confidentiality over some or all of the 
submission (see further discussion in section 2.3.2 below). Submissions which the ACCC 
accepted were wholly confidential are not available publicly. To the extent we have relied on 
information from wholly confidential submissions in this Interim Report we have noted that 
in footnotes. 


2.2.2. ACCC Consumer survey 

The ACCC conducted an online consumer survey between 29 February and 2 April 2024, 
seeking information on the following topics: 

= demographic details (including age, gender, postcode, household income) 


= shopping habits (including store preferences, household weekly spend, the number of 
stores visited over a weekly shop, frequency of grocery shopping) 


= how consumers compare prices (including comparison methods, information sources, 
the impact of store promotions) 


° For the purposes of the Supermarkets Inquiry, the term ‘groceries’ refers to (i) groceries with the meaning of the Food and 
Grocery Code of Conduct and (ii) raw materials that are to be processed into, or used in the manufacture of, items covered 
by (i). 

10 ‘State or Territory authority’ has the meaning given by subsection 95A(1) of the Competition and Consumer Act 2010 (Cth). 

11 ACCC, Supermarkets Inquiry Issues Paper, 29 February 2024. 
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= loyalty programs (including consumers’ reasons for using them, their impact on store 
choice, consumer awareness around collection and use of consumer data) 


= consumer concerns with supermarket behaviours. 


The survey was anonymous and open to all consumers over 18 years old. We received 
21,481 responses. The survey asked 48 questions which were optional, other than a 
requirement for respondents to indicate their age and Australian postcode. Most questions 
were in pick-list format, with a small number enabling respondents to provide a free text 
response. 


We undertook the survey because wanted to hear directly from consumers about their 
concerns, and to understand how Australian consumers undertake their grocery shopping 
in 2024. The survey was not designed to be statistically significant. 


However, the volume of responses, which were broadly representative of the population 
across many demographic dimensions, gives us confidence that the survey provides 
valuable insights on the nature of consumer concerns and grocery shopping behaviours. 


2.2.3. Roundtables with farmers and growers of agricultural 
goods 


The ACCC conducted a series of in-person and virtual roundtables with farmers and growers 
of agricultural goods. 


ACCC Commissioners and staff attended the roundtables. We heard a range of experiences 
and views from participants at the forums. A summary of the roundtable discussions is 
available on the ACCC website." 


Figure 3.1: Supplier roundtables for the Supermarkets Inquiry 


Location Date 
Toowoomba 30 May 2024 
Shepparton 3 June 2024 
Renmark 5 June 2024 
Launceston 12 June 2024 
Bunbury 13 June 2024 
Virtual - NSW A July 2024 
Virtual - National 5 July 2024 


2.2.4. Compulsory information gathering powers 


The ACCC is using its compulsory information gathering powers under s 95ZK of Part VIIA of 
the Competition and Consumer Act 2010 (Cth) to obtain information and documents from 
key industry participants. The ACCC has issued several notices under section 95ZK requiring 
the provision of a significant amount of information, including data, and documents. We 
reference some information obtained under s95ZK in this Interim Report. 


12 ACCC, Supermarkets Inquiry supplier roundtable summary. 
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2.3. How to make a submission on this Interim 
Report 


We welcome submissions on the key issues identified in box 1.1 of the Executive Summary, 
or any other topic in this Interim Report on which interested parties would like to make a 
submission. 


You can provide a written submission by emailing it in either PDF or Word format to 
supermarkets@accc.gov.au. The closing date for submissions is 18 October 2024. 


2.3.1. Treatment of confidential submissions 


The Supermarkets Inquiry is a public process so we will generally publish submissions on 
our website. 


However, before doing so, we consider confidentiality claims over information in the 
submissions. Submitters may claim confidentiality over all or part of a submission, the 
submitter’s name or the name of the submitter’s business. 


The ACCC can accept a claim for confidentiality if the disclosure of information would 
damage a party's competitive position, the ACCC is satisfied the claim is justified, and it is 
not necessary in the public interest to disclose the information. Submitters making a claim 
of confidentiality must provide reasons why the information is confidential and why 
disclosure of the information would damage their competitive position. 


We will provide submitters an opportunity to withdraw submissions should we reject a 
confidentiality claim. 


As the Supermarkets Inquiry is a public process, we ask submitters to consider whether: 


= there are any parts of your submission that we may publish without damaging your 
competitive position 


=" you can summarise the confidential information in a way we can publish. 


Contact us at supermarkets@accc.gov.au if you have any questions regarding making a 
submission containing confidential information. 
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Making a claim of confidentiality 


If you submit material over which you claim confidentiality (including material you 
consider is commercial-in-confidence) please submit 2 versions of the submission: 


1. A public submission the ACCC can publish on its website, from which you have 
removed all confidential material and replaced it with the word ‘confidential’. Please 
ensure redacted information is not searchable or otherwise viewable. 


2. A confidential version that clearly identifies the information over which you claim 
confidentiality by marking the beginning and end of the relevant information as 
‘confidential’. Please also highlight for ease of reference the material over which you 
claim confidentiality. Please include reasons for each claim at the end of the 
confidential version. 


Please note: Claiming confidentiality over parts or all of a submission, or the name of the 
submitter, may limit our ability to test that information. This may, in turn, limit the weight 
we Can give the information in the Supermarkets Inquiry. 


2.4. Next steps 


The Terms of Reference direct the ACCC to provide a Final Report to the Treasurer by 
28 February 2025. In the Final Report, the ACCC will outline findings and recommendations 
with respect to the Terms of Reference. 


2.4.1. Hearings 


We are preparing for hearings which will occur in October and November 2024. They will 
involve senior executives of ALDI, Coles, Metcash and Woolworths, and may involve other 
relevant parties. Generally, the hearings will be held in public but some may be held in 
private. We may live-stream the public hearings. 


We will publish further information with confirmed dates on our website. 
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2.4.2. Supermarkets Inquiry Timeline 


A timeline for the Supermarkets Inquiry is below. We will publish updates or changes to 
these dates on our website. 


Indicative date Stage in Supermarkets Inquiry process 

2 February 2024 Commencement date 

29 February 2024 Release of Issues Paper 

2 April 2024 Closing date for submissions on the Issues Paper and ACCC 
consumer survey responses 

31 August 2024 Interim Report to be provided to the Treasurer 

September 2024 Interim Report published 

18 October 2024 Closing date for submissions on this Interim Report. 


October/November 2024 ACCC will conduct formal hearings 
28 February 2025 Final Report to be provided to the Treasurer 
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3. Introduction 


Key points 


Groceries are an essential purchase for all Australian households, and the rising cost 
of groceries is putting additional pressure on Australian households amid broader cost 
of living increases. 


Supermarkets are an essential channel in the grocery sector for consumers to procure 
their groceries and for suppliers that sell grocery products to consumers. 


Responses collected from the ACCC consumer survey show consumers have broad 
concerns about their supermarket shopping experiences. These include the impact of 
high pricing, confusing pricing and discounting practices, and privacy concerns 
resulting from self-serve checkouts and loyalty programs. 


Some low income and/or remote consumers may be particularly vulnerable to 
increasing grocery prices and experience acute affordability issues. 


The supermarket industry has changed over the last decade through consolidation, the 
emergence of broader ‘ecosystems’, technological developments and loyalty 
programs. 


The grocery sector is facing increasing scrutiny in Australia and globally, with multiple 
reviews recently completed or currently underway that are investigating the sector. 


This chapter outlines the context and key themes discussed further in the report: 


Section 3.1 discusses the importance of groceries, the impact of rising prices on 
consumers and the importance of supermarkets. 


Section 3.2 outlines some major recent changes in the supermarket industry that the 
ACCC is considering. 


Section 3.3 explains the ACCC’s various roles and engagement in the grocery sector 
broadly. 


Section 3.4 outlines other monitoring of grocery prices and the grocery sector that is or 
has recently been undertaken in Australia and globally. 


3.1. Supermarkets are important for Australians 


and the economy 


3.1.1. The importance of groceries and the impact of the rising 


cost of living 


Groceries are an essential purchase for all Australian households. Groceries are broadly 
defined in the Food and Grocery Code of Conduct to include fresh produce, dairy, meat 
products, non-alcoholic drinks, household goods, pet food, pharmaceuticals, and toiletries 
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among many other categories of products, reflecting an extensive range of goods that 
consumers rely on. 13 


Supermarkets play an important role in how Australians procure their groceries. Data 
collected in the ACCC consumer survey (discussed in detail in chapters 5, 6 and 7) suggests 
that while there are alternatives available to consumers, such as fresh fruit markets, 
convenience stores and small or specialty retailers, supermarkets are still the main avenue 
through which consumers are purchasing their groceries. '* 


Consumers face high cost-of-living pressures amid rising inflation figures, which followed 
the COVID-19 pandemic."* A broad range of household costs, including energy, housing, fuel, 
and grocery prices have put pressure on households amid sluggish wage growth, leaving 
many consumers to contend with less overall purchasing power. 1 


Grocery prices appear to have risen in response to multiple factors, including global supply 
chain issues stemming from COVID-19, global conflicts, natural disasters, and rising interest 
rates among others. Data from the Australian Bureau of Statistics shows that ‘food and non- 
alcoholic beverage’ prices have grown by 23% in the last 5 years between the March 2019 
and June 2024 quarters.'” This growth is largely in-line with inflation in other goods and 
services, with CPI for all groups excluding food and non-alcoholic beverages increasing by 
21.5% over this period (section 5.1.1). 


Some types of groceries have experienced higher price growth in this time, such as milk 
(35%), cheese (34%), oils and fats (49%) and bread (29%), while others have grown less such 
as fruit (19%), vegetables (20%), and poultry (15%), while lamb and goat slightly decreased 
(-0.2%).18 


3.1.2. Australians have expressed concerns about their 
supermarket shopping experiences 


ACCC survey about consumer engagement with supermarkets 


As outlined in chapter 2, the ACCC conducted a consumer survey (ACCC consumer survey) 
between February and April 2024. 


The survey collected a wide range of demographic data including age, income, geographical 
location, remoteness, cultural and linguistic diversity, and First Nations identity, and was 
broadly demographically reflective of the Australian population compared with the most 
recent ABS census data.'® The survey also collected insights on consumer behaviour and 
sentiments including store preferences, shopping habits, attitudes towards discounting 
practices and more. 


13 Australian Government, Competition and Consumer (Industry Codes — Food and Grocery) Regulation 2015, 
2 January 2021, Section 3. 


14 ACCC consumer survey data. 


15 Particularly, between the June quarter 2021 inflation jumped to 3.8%, peaking at 7.8% in the December quarter 2022. 
ABS, Consumer Price Index data - table 1, accessed 22 August 2024. 


16 Treasury, Wages, accessed 22 August 2024. 
17 ABS, Consumer Price Index data - table 7, accessed 22 August 2024. 
18 ABS, Consumer Price Index data - table 7, accessed 22 August 2024. 


19 ABS, Census Data - Snapshot of Australia), 2021, accessed 22 August 2024. Note: The ACCC considered census data by 
location, cultural diversity, household and families, income and work and disability. 
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Many responses to the ACCC consumer survey raised concerns that grocery prices have 
significantly increased, creating affordability issues, and that this is, in some cases, resulting 
in food security issues particularly for lower income households. Many such households 
report being unable to afford their preferred products in their usual quantities or at all. Many 
respondents also report negative sentiments about their shopping experience due largely to 
grocery unaffordability and their concerns about some supermarkets’ promotional practices. 


Consumers report changed grocery shopping choices due to 
unaffordability 


Consumers report moderating their supermarket purchases due to the unaffordability of 
groceries. 


Many respondents indicated they are buying less food and focussing on cheaper products 
and the ‘necessities’ at supermarkets to stay within their budgets. For example, by 
substituting frozen products for fresh produce and purchasing cheaper cuts of meat. 


Some respondents also report having less frequent and/or smaller meals. Respondents 
generally report these choices were driven by costs rather than preferences. Some 
stakeholders have raised concerns that access to healthy food and good nutrition may be at 
stake, particularly for low-income consumers or regional consumers who may already have 
issues accessing nutritious food.2° However, some respondents also report purchasing 
fewer unhealthy snacks or treats. 


Foodbank’s 2023 Hunger Report presents similar findings to some of the responses to the 
ACCC consumer survey. Foodbank reports that there was a rise in the number of households 
where one or more members are reducing their food intake due to income or other resources 
related constraints. 2’ The increased cost of living, which includes food and housing, was the 
most cited reason for increasing food insecurity in the Foodbank Hunger Report.?2 


However, respondents also report shopping around more, comparing prices between 
different retailers, and trying to take advantage of weekly specials and discounts. 


Consumers report emotional distress from grocery shopping 


There may also be potential flow-on mental health effects from the rising prices of 
groceries. 


Some respondents report that grocery shopping elevates their stress levels. Several reasons 
were cited for this, such as: their budgets are insufficient to cover their shopping wish lists, 
or they are sceptical about the value of products with promotional tickets. 


Some respondents also report that they dislike the introduction of surveillance at self-serve 
check outs. COTA Australia also submits that 65% of respondents to their January 2024 
survey indicated grocery shopping was ‘impacting adversely on their psychological and 
emotional health’.2° 


20 AUSVEG, Submission to the Inquiry, published May 2024, p 8; COTA Australia, Submission to the Inquiry, published 
May 2024, p 4. 


21 Foodbank, Foodbank Hunger Report 2023, published 25 September 2023, pp 4-5. 
22 Foodbank, Foodbank Hunger Report 2023, published 25 September 2023, p 10. 
23 COTA Australia, Submission to the Inquiry, published May 2024, p 7. 
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The ACCC consumer survey and CHOICE reporting indicate some 
consumers are concerned about supermarket behaviour 


Consumers appear to be concerned by some of the practices of the 2 big supermarkets 
(Coles and Woolworths) amid the high cost of living and some reports in the media. 
According to CHOICE, up to 83% of surveyed consumers have been consistently concerned 
about the cost of groceries for over 6 years.” 


Respondents to the ACCC consumer survey cited multiple reasons for their concerns, 
including high grocery prices and the resultant food insecurity issues, promotional practices, 
and privacy concerns particularly at self-serve check outs. 


Consumers are aware that grocery supply in Australia is concentrated between large 
supermarkets in Australia and have voiced a general dissatisfaction with this structure. 
According to CHOICE, 40% of consumers it surveyed said that they would stop shopping at 
Coles and Woolworths if they had alternatives, and for ALDI this number was approximately 
16-18%.75 


By our estimates discussed in chapter 7, Coles and Woolworths account for approximately 
67% of the supermarket sales nationally, while ALDI has grown in the last 15 years to an 
approximately 9% share. However, ALDI has no presence in Tasmania or the Northern 
Territory, So consumers there may have more limited choices. 


Some respondents to the ACCC consumer survey indicated confusion relating to some of 
Coles and Woolworths’ promotional ticket practices. For example, some respondents report 
that pricing listed on ‘was/now ticketing did not accurately reflect prices that they had 
recently seen on the same product. Others noted that ‘special’ tickets contained prices that 
were higher than the previous price for the item. Chapter 6 considers supermarkets’ pricing 
and promotional practices in more detail. 


Some respondents also report finding it difficult to justify high shelf pricing in Coles and 
Woolworths, and that they see these retailers as having significant ‘purchasing power’ with 
suppliers compared to other retailers. Some respondents indicated surprise at seeing lower 
prices for the same goods at smaller retailers compared with Coles and Woolworths. 


3.1.3. Remote and low-income consumers likely experience more 
acute grocery affordability issues 


The increase in grocery prices may have a more pronounced impact on some consumer 
groups. As discussed further in chapter 6, consumers on lower incomes may be particularly 
vulnerable to grocery price changes as they generally spend a higher percentage of their 
household income on groceries compared to consumers on higher incomes.”° 


The ACCC consumer survey responses indicate that 76% of respondents in households 
earning less than $499 a week and 54% of respondents in households earning less than 
$749 a week report spending upwards of 20% of their post-tax income on their groceries. In 
addition to the reports of increased food insecurity discussed above, respondents on lower 
incomes also report buying less fresh fruit, vegetables and dairy, and in some cases being 
unable to afford meat and fish. 


24 CHOICE, Submission to the Inquiry, published May 2024, p 7. 
25 CHOICE, Submission to the Inquiry, published May 2024, p 7. 
26 ABS, Household Expenditure Survey, Australia: Summary Results (2016), 13 September 2017, accessed 22 August 2024. 
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The ACCC has heard from stakeholders that some supermarket promotional practices may 
not be as accessible for low-income consumers: 


= Multi-buy specials - The ACCC consumer survey found that respondents in the lowest 
income brackets are less likely than those in higher income brackets to purchase items 
in bulk when on special or discounted, such as “multi-buy” specials. Similar concerns 
were raised in submissions to the Issues paper (chapter 6). 


= Member-only pricing - Consumers on lower incomes may have an impeded ability to opt 
out of loyalty programs if membership enables access to lower pricing, particularly for 
essential goods (section 6.3). Further, consumers without a fixed address or that are 
under the age of 18 may not be eligible for these programs at all.?” 


Households in remote and some regional areas may also experience a stronger impact from 
rising food prices. Compared with metropolitan consumers, remote respondents report 
having fewer alternatives to their main grocery store. The reduced level of competition in 
these areas (section 7.7) may contribute to consumers in remote areas paying more for the 
same groceries than they would in a metropolitan or regional areas. 


As discussed in chapter 5, several supermarkets submit that they use national or state- 
based pricing strategies with exceptions for items, particularly fresh produce and items sold 
at some remote stores.”° Retailers in remote and regional areas generally face higher fuel 
and logistics costs which can impact product pricing which may help to explain the price 
variations between remote and non-remote stores.” The ACCC is still considering the extent 
of price differentials in groceries for remote and regional consumers. 


3.1.4. Supermarkets are an important channel for businesses 
that supply food products 


Retail grocery sales channels (in which ALDI, Coles and Woolworths have a significant share 
as discussed in chapter 7) are very important to suppliers across most grocery product 
categories. 


Submissions to the Issues Paper suggest many suppliers across categories of groceries rely 
on supermarkets as trading partners. Submissions suggest alternative supply options (such 
as direct supply, foodservice, export or wholesale) vary drastically between grocery product 
categories (chapter 9 discusses supply chain issues in detail). 


We are still considering supply chains in detail, including conducting case studies for a 
selection of product categories. This analysis will inform our views on the power dynamics 
between supermarkets and suppliers. We have not formed any concluded views on these 
matters at this stage. 


Fresh produce suppliers rely on supermarkets to distribute most of their goods. AUSVEG 
submits that 78% of retail fresh vegetables are sold through ALDI, Coles and Woolworths, 
which sits against the broader context of smaller and independent retailers declining in 
market share since the ACCC’s 2008 Grocery Inquiry (section 7.1.3). °° 


27 CHOICE, Submission to the Inquiry, published May 2024, p 35. 


28 Coles, Submission to the Inquiry, published May 2024, p 15; Woolworths, Submission to the Inquiry, published May 2024, 
p 34. 


29 Australian Retailers Association, Submission to the Inquiry, published May 2024, p 5. 
30 AUSVEG, Submission to the Inquiry, published May 2024, p 4. 
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The perishability of fresh produce adds time pressure onto suppliers to sell their goods into 
retail and wholesale sales channels, usually with limited opportunities for export. These 
factors, in addition to some other complicated forecasting and supply dynamics underpin 
the importance of supermarkets and retail sales channels for these suppliers (chapter 9). 


Meat suppliers appear to have stronger export market opportunities compared to fresh 
producers, which could result in these suppliers being comparatively less reliant on 
supermarkets to distribute their goods. According to the Australian Meat Industry Council, 
domestic consumption of beef was 27% of the total produced in Australia, and 22% for 
sheep meat.*' However, supermarkets still account for an estimated 85% of domestic meat 
consumption and 80% of domestic volume.°2 


Other types of groceries, such as dairy, packaged goods, personal hygiene or household 
products similarly appear to have different types of industry structures and thereby the 
extent of their reliance on supermarkets as an important channel for distribution may differ. 


The expansion of Coles and Woolworths’ businesses outside of traditional retailing may also 
be changing the levels of contact that a supplier has with the supermarket business outside 
of traditional grocery retailing.*° 


For example, Woolworths’ acquisition of PFD Food Services in 2021 marked its entry into the 
food service sector, and Woolworths now competes for suppliers’ goods in 2 adjacent sales 
channels.*4 Coles’ purchase of Saputo’s fresh milk processing facilities in 2023 makes it a 
buyer of milk at both the processing and retail stages of the dairy supply chain.*° A brief 
outline of supermarket expansions into adjacent industries is provided in section 3.3.2. 


3.2. The supermarket industry is changing. 


The last 10 years has seen many changes in the supermarket industry, such as the growth of 
loyalty programs, the expansion of supermarket ecosystems and a more sophisticated use 
of technology embedded into supermarket operations. The ACCC is still considering the full 
effect of these changes in the industry, however it does suggest that supermarkets 
potentially play a greater role than simple grocery retailing. 


3.2.1. Loyalty programs 


Loyalty programs are schemes introduced by retailers, including large supermarkets, to 
attract and retain customers (section 6.3). They offer consumers various benefits through 
the collection of loyalty points, discounts, affiliate offers and other offers. Loyalty programs 
also generally enable retailers to gain greater insight into consumer behaviour through 
shopping data, which may be further used for other purposes. 


Supermarkets continue to introduce new features into their loyalty programs which are 
increasing their personalisation. Section 6.3.4 discusses the developments in members-only 
pricing, the increasing importance of apps, subscription loyalty programs and prevalence of 


31 Australian Meat Industry Council, Submission to the Inquiry, published May 2024, p 3. 


32 Australian Meat Industry Council, Submission to the Inquiry, published May 2024, p 3. 
33 Australian Dairy Products Federation, Submission to the Inquiry, published May 2024, p 9. 


34 ACCC, Public informal merger reviews register: Woolworths Group Limited - PFD Food Services Pty Limited, 10 June 2021. 


35 ACCC, Public informal merger reviews register: Coles - Fresh milk processing facilities from Saputo Dairy Australia, 
2 May 2023. 
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redemption campaigns. These developments in loyalty programs may extend benefits to 
consumers through lower prices and convenience. 


The ACCC is also aware that some industry stakeholders have raised concerns stemming 
from the increasing prevalence of and developments in loyalty programs. For example, 
consumer group CHOICE raised issues regarding data privacy and how data is shared with 
other businesses that partner with Coles and Woolworths for their non-grocery offerings.*° 
Members-only pricing is also currently the subject of an inquiry by the United Kingdom's 
Competition and Markets Authority (CMA), which seeks to understand the effect of such 
pricing on competition.?’” These matters are discussed further in sections 6.3 and 6.4. 


3.2.2. Supermarket ecosystems and vertical integration 


Certain supermarket businesses are also building multi-product ecosystems that expand 
their operations into sectors that are beyond, but often highly complementary with, grocery 
retailing (section 7.3). 


In the last decade, Coles and Woolworths have each expanded their operations into various 
sectors, such as business-to-business retailing, mobile telco services, insurance and 
financial services, data analytics or media services. The expansion of these ecosystems 
means that there are multiple points that consumers and suppliers interact with these 
businesses. 


In some cases, supermarket businesses are also increasing vertical integration in 
supermarket supply chains. For example, Woolworths’ Primary Connect business provides it 
with access to a strong transport and logistics capability for itself and other businesses, 
many of which sell products through Woolworths retail stores.*° 


Vertical integration can increase the efficiency of a business by removing one level of 
margin taking in the supply chain. However, expanding ecosystems or increased vertical 
integration may also create impacts for competition. These potential impacts are outlined in 
chapters 7 and 9 and will be further considered by the ACCC in its final report. 


3.2.3. Technological developments 


Supermarkets are rapidly adopting new technological aids in-store, increasing their presence 
in online grocery retailing and using large data sets collected at all points of their business 
to make operational decisions. These changes, brought about by a higher reliance on 
technology and data, have changed the industry over the last decade and present unique 
opportunities and challenges in the supermarket industry. 


Supermarkets are developing a seamless experience between their physical stores and 
digital offerings. New phone-based apps and online stores can make price comparisons 
between brands or even different supermarkets easier, and these apps also enable new 
methods of shopping through delivery services or loyalty programs. The ACCC consumer 
survey responses suggest that consumers are increasingly using digital means to compare 
prices and plan their shops.?° 


36 CHOICE, Submission to the Inquiry, published May 2024, pp 30, 40-42. 
37 CMA, Loyalty pricing in the groceries sector, 30 January 2024. 


38 Primary Connect, Our Customers, accessed 22 August 2024. 
39 ACCC consumer survey data. 
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The shift to online may also potentially reduce barriers to entry for new or existing entrants 
in online grocery retailing, particularly digitally focussed retailers such as Amazon.” 


Supermarkets are also harnessing new technologies in supply chains and potentially even 
pricing practices. Coles is rolling out Al and data-enabled supply chain automation,” 
Woolworths has introduced digital price displays, and both have partnered closely with data 
analytics firms to assist with their operations.*? 


Some small business stakeholders submit that they are unable to compete with the large 
investments in technology that are used by large supermarkets chains to increase 
efficiency.” 


3.3. ACCC’s role in the grocery sector 


3.3.1. The ACCC administers and enforces the Competition and 
Consumer Act, including the Australian Consumer Law 


A fundamental role of the ACCC is to administer and enforce the Competition and Consumer 
Act 2010 (Cth) (the Act) including the Australian Consumer Law (ACL), which is a schedule 
to the Act. 


The object of the Act is to enhance the welfare of Australians through the promotion of 
competition and fair trading and provision for consumer protection. The ACCC seeks to 
enhance the welfare of Australians by: 


= promoting competition among business 
= promoting fair trading by business 


= protecting consumers in their dealings with business. 


Like all businesses, the supermarkets and other suppliers in the grocery sector more broadly 
are required to comply with the Act, including the ACL. 


Part IV of the Act prohibits a range of anti-competitive conduct, including price-fixing and 
other cartel conduct, as well as things like exclusive dealing and misuse of market power 
where they have the purpose, effect or likely effect of substantially lessening competition. It 
also prohibits certain anti-competitive mergers (section 3.3.2). 


Part IVB of the Act provides for the prescription of industry codes, which are codes that 
regulate the conduct of participants in an industry towards other participants or consumers 
in the industry. Industry codes can either be mandatory, which means that the industry must 
follow them, or voluntary, in which case the only apply to those who sign up. 


Prescribed mandatory industry codes include the Unit Pricing Code of Conduct and the Dairy 
Code of Conduct, whereas the Food and Grocery Code of Conduct (discussed below) is 
currently a voluntary industry code. 


40 Woolworths, Submission to the Inquiry, published May 2024, p 41. 

4 Coles, Submission to the Inquiry, published May 2024, p 27. 

42 CHOICE, Submission to the Inquiry, published May 2024, p 32. 

43 WA Small Business Development Corporation, Submission to the Inquiry, published May 2024, p 7. 
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The ACL includes: 
= certain consumer guarantees relating to the quality of grocery products sold by retailers, 


= prohibitions against false or misleading claims in advertising or otherwise, 
unconscionable conduct and other unfair practices, and 


= other required standards such as country of origin labelling. 


The ACCC carries out its function by educating consumers and retailers, monitoring industry 
practices, and taking enforcement action, such as pursuing legal action, where necessary. 
These activities help to ensure that consumer rights under the ACL are honoured and 
enforced, and that consumers and businesses are protected from anti-competitive conduct. 
Some examples of enforcement action taken by ACCC in the sector include: 


= successful enforcement action against retailers such as Costco, Birds Eye and Nature's 
Care for false or misleading country of origin labelling “* 


= undertakings, penalties and successful legal action against MOO Premium Foods, HBC 
(Chef's Choice) and Heinz for false or misleading consumer claims *° 


= successful enforcement action against Coles in 2014 and unsuccessful enforcement 
action against Woolworths in 2016% relating to alleged unconscionable conduct arising 
from supplier payment programs. 


The ACCC is also responsible for enforcing compliance with industry codes prescribed 
under the Act, including the Food and Grocery Code of Conduct, which as above is currently 
a voluntary industry code.”” 


Under this remit, the ACCC currently has a range of powers in relation to this code, including 
to issue public warning notices about suspected contraventions of this code, and to request 
wholesalers and retailers to provide certain information that must be kept, generated or 
published under this code, but not to seek civil penalties for breaches of this code. 


However, following the Hon Dr Craig Emerson’s recent review of the Food and Grocery Code 
of Conduct (discussed below in section 3.4.1.), the Federal Government has agreed to 
implement a number of changes, including to make this code mandatory and impose civil 
penalties for serious breaches. 


3.3.2. The ACCC monitors industry consolidation and change 


The ACCC closely considers many of the changes in the grocery sector through its merger 
review process. Under the current informal merger process, merger parties can seek the 
ACCC’s view on whether a proposed merger or acquisition is likely to substantially lessen 
competition (such mergers are prohibited under section 50 of the Act). 


4 ACCC, Costco pays penalties for alleged misleading lobster country of origin claims, Media release, 21 July 2023; ACCC, 
Birds Eye’s owners amend ‘Made in Australia’ labelling for frozen fish, Media release, 9 November 2020; ACCC, Court rules 
fish oil capsules not ‘Made in Australia’, Media release, 3 December 2018. 


45 ACCC, MOO Premium Foods gives undertaking after ACCC investigates ‘ocean plastic’ claims, Media release, 
28 November 2023; ACCC, HBC Trading pays penalties for allegedly misleading Chef's Choice alcohol free ‘pure’ vanilla 
extract claims, Media release, 23 December 2021; ACCC, Heinz ordered to pay $2.25 million penalty over misleading health 
claim, Media release, 24 August 2019. 


46 ACCC, ACCC takes action against Coles for alleged unconscionable conduct towards its suppliers, Media release, 
5 May 2014; ACCC, Woolworths “Mind the Gap” scheme not unconscionable, Media release, 8 December 2016. 

47 ACCC, Food and Grocery Code of Conduct — Rights and Responsibilities under the food and grocery code, accessed 
22 August 2024. 
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There is no current legislation underpinning this process. It has developed over time to 
provide a way for merger parties to seek our view before a merger occurs. 


If the ACCC reaches a view that a merger is likely to substantially lessen competition and the 
parties don’t agree to modify or abandon the merger, we can take court action to prevent or 
unwind the merger. 


Coles, Metcash, and Woolworths are expanding their operations into areas that are either 
vertically integrated within or adjacent to grocery retailing and wholesaling, creating 
ecosystems (chapter 7). This means that these major companies have access to broader 
types of information, complementary operations and even new organisational competencies 
that may enhance their position in various markets. 


Some examples of such transactions in the sector include: 


= Metcash’s acquisition of Superior Fine Foods in 2024 (which the ACCC did not oppose)*® 


= Woolworths’ acquisition of 55% of Petstock in 2024 (which the ACCC did not oppose 
after the accepting a court-enforceable undertaking from Petstock to divest a package of 
sites and assets following an ACCC enforcement investigation)*? 


= Coles’ acquisition of fresh milk processing facilities from Saputo Dairy in 2023 (which 
the ACCC did not oppose after raising initial concerns)*° 


= Woolworths’ proposed acquisition of SUPA IGA Karabar (which the ACCC opposed after 
raising concerns)*" 


= Woolworths’ acquisition of MyDeal in 2020 (which the ACCC did not oppose)°? 


= Woolworths’ acquisition of PFD Food Service in 2021 (which the ACCC did not oppose 
after raising initial concerns)°? 


= Woolworths increasing its shareholding in data analytics firm Quantium to 75% in 2021 
(which the ACCC did not review as part of its public informal merger process) 


= Coles’ acquisition of Jewel Fine Foods in 2020 (which the ACCC did not oppose)** 


= Metcash’s acquisition of Franklins in 2010 (which the ACCC unsuccessfully opposed).°° 


The ACCC has not opposed many of the transactions outlined above as part of the informal 
merger review process. 


As above, it will only do so where it considers a particular transaction will substantially 
lessen competition. However, just because an individual transaction does not meet this 
threshold, does not necessarily mean it will not otherwise have an effect on competition 
broadly. Over time, the cumulative effects of individual transactions on competition can be 
significant. 


48 ACCC, Metcash’s proposed acquisition of Superior Food Services not opposed, Media release, 26 April 2024. 


49 ACCC, Woolworths’ acquisition of controlling interest in Petstock not opposed, as Petstock gives undertakings relating to 
past acquisitions, Media release, 14 December 2023. 


50 ACCC, Coles - Fresh milk processing facilities from Saputo Dairy Australia — Public register, 2 May 2023, accessed 
22 August 2024; ACCC, Coles Group Limited — two fresh milk processing facilities from Saputo Dairy Australia Pty Ltd — 
Statement of issues, 20 July 2023. 


51 ACCC, Woolworths — SUPA IGA Karabar — Statement of Issues, 8 December 2022. 


5 ACCC, Woolworths Group Limited proposed acquisition of MyDeal.com.au Limited not opposed, Media release, 
12 August 2021. 


5 ACCC, ACCC will not oppose Woolworths acquiring 65% share of PFD, Media release, 10 June 2021; ACCC, Woolworths 
PFD - Statement of Issues, 15 December 2020, p 9. 


54 ACCC, ACCC will not oppose Coles’ proposed acquisition of Jewel Fine Foods, Media release, 25 March 2020. 
55 ACCC, ACCC to oppose Metcash’s proposed acquisition of Franklins Supermarkets, Media release, 17 November 2010. 
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The impacts of consolidation and change in the industry will be considered by the 
Supermarkets Inquiry. Chapters 7 and 9 of this report consider the effect of expanding 
supermarket presence in retail and supply chain circumstances in more detail. 


Additionally, in April 2024 the Federal Government announced it would reform merger laws 
in Australia after a review that examined whether Australia’s current system was fit for 
purpose. The new test under the reforms will enable the ACCC to formally consider whether 
a proposed transaction ‘creates, strengthens or entrenches a position of substantial market 
power’.°° 


3.3.3. ACCC’s 2008 Grocery Inquiry and subsequent industry 
changes 


The ACCC previously considered grocery pricing in 2008, in some ways similar to the current 
Supermarkets Inquiry. 


After receiving the terms of reference from the Australian Government in January 2008, the 
ACCC began a 6-month price inquiry into the competitiveness of retail prices for standard 
groceries (2008 Grocery Inquiry). At the direction of the Treasurer at the time, the ACCC 
considered, among other things, the structure of the industry, the nature of competition 
throughout retail, wholesale and supply channels, pricing practices of national retailers and 
impediments of efficient pricing along the supply chain.°” 


The 2008 Grocery Inquiry found that, at the time, the sector was ‘workably competitive 
‘despite being highly concentrated." It found that retailer margins contributed negligibly to 
overall grocery price inflation at the time, and that movements in retail prices were, broadly 
reflective of supply chain costs and pressures.°? 


Following the 2008 Grocery Inquiry, the ACCC accepted undertakings from Coles and 
Woolworths (and other supermarkets) under which they each agreed to phase out restrictive 
lease provisions in new supermarket leases.°° These undertakings meant that Coles and 
Woolworths would no longer include or enforce tenancy terms that prevented shopping 
centres from leasing space to competing retailers in the same centre. This development 
eased barriers to entry in the sector and may have encouraged the increased presence of 
ALDI in Australia (chapter 7). 


The introduction of unit pricing also followed the 2008 Grocery Inquiry. The Unit Pricing Code 
of Conduct, introduced in July 2009, made it mandatory for retailers to display prices by unit 
of measure for fresh produce, meat, dairy, packaged goods, and other categories of 
groceries.“ 


Unit pricing (chapter 6) was primarily designed to assist customers to compare prices 
between different sized products or different brands within a single store. Unit pricing may 
also, in theory, assist customers seeking to compare products between stores, however the 
ACCC is aware of potential limitations the current Unit Pricing Code of Conduct has in 
enabling meaningful comparisons between stores (chapter 6). 


56 Treasury, Merger Reform: A faster, stronger and simpler system for a more competitive economy, 10 April 2024, p 12. 
57 ACCC, Grocery Inquiry Final Report, 5 August 2008. 

58 ACCC, Grocery Inquiry Final Report, 5 August 2008, p 210. 

5 ACCC, Grocery Inquiry Final Report, 5 August 2008, pp 209 and 379. 

60 ACCC, Supermarket agreement opens way for more competition, Media release, 18 September 2009. 


61 Treasury, Review of the Retail Grocery Industry (Unit Pricing) Code of Conduct- Discussion Paper, November 2018, p 4; 
ACCC, Unit Pricing Code, July 2024, accessed 22 August 2024. 


37 


A similar approach to unit pricing has been taken up by other jurisdictions around the world 
(section 3.4.2). 


3.3.4. Other related inquiries 


The ACCC, under direction from the Australian Government, has also undertaken separate 
inquires and published its findings in related industries: 


= The Perishable Agricultural Goods Inquiry Report was published in December 2020. The 
3-month inquiry examined trading practices throughout supply chains, including the 
relationships between suppliers, processors, and retailers, and the extent to which any 
potential bargaining power imbalances in these relationships adversely impacted the 
efficient operation of these markets. This inquiry also examined the ability of current 
laws and regulations to address the harmful effects of bargaining power imbalances. ° 
The Perishable Agricultural Goods Inquiry Report is referenced in chapter 9. 


= The Dairy Inquiry Final Report was published in April 2018. This 12-month inquiry 
identified a range of market failures resulting from the strong bargaining power 
imbalance and information asymmetry in supplier-processor relationships which 
ultimately was causing inefficiencies in dairy production. The Dairy Inquiry Final Report 
made 8 recommendations for improved transparency and allocation of risk in the 
relationship between dairy farmers and processors, including introducing what is now the 
mandatory Dairy Code of Conduct.®? 


3.3.5. Industry cooperation during COVID-19 


As outlined above, Part IV of Act generally prohibits competitors from agreeing to act 
together in a cartel instead of competing.®* However, the Act also gives the ACCC broad 
powers to give exemptions to businesses so they can collaborate if the likely benefits to the 
public outweigh the likely detriments; this power is called authorisation. 


The ACCC authorised certain supermarkets to coordinate their efforts while working with 
manufacturers, suppliers, transport and logistics providers during COVID-19 to ensure that 
consumers had fair and equitable access to groceries and household items. An interim 
authorisation was first granted in March 2020, and the authorisation was renewed several 
times before ending in March 2023.65 The authorisations had a positive effect on mitigating 
the worst of the shortages and supply chain constraints during COVID-19.° 


3.4. The supermarket industry is increasingly 
under national and international scrutiny 


3.4.1. Other reviews into aspects of the Australian grocery sector 


Concerns over high prices, apparent supermarket power and consumer distrust of some 
supermarket practices have resulted in multiple formal reviews of different factors in the 
supermarket industry. 


6€ ACCC, The Perishable Agricultural Goods Inquiry Report, 10 December 2020. 
63 ACCC, The Dairy Inquiry Final Report, 30 April 2018. 
64 ACCC website, Competition and exemptions — cartels. 


65 ACCC, Supermarkets to work together to ensure grocery supply, Media release, 24 March 2020. 
66 ACCC, Final determination - 21.09.22. Application for authorisation of AA1000606, 21 September 2022, pp 14-16. 


38 


Independent Review of the Food and Grocery Code of Conduct 


On 10 January 2024, the Australian Government appointed the Hon Dr Craig Emerson to 
review the Food and Grocery Code of Conduct, to assess the effectiveness of this code in 
achieving its purpose to improve the commercial relationship between retailers, wholesalers 
and suppliers in the grocery sector, and to consider the need for this code, including whether 
it should be remade, amended or repealed. 


The Independent Review of the Food and Grocery Code of Conduct Final Report, which was 
released on 24 June 2024, found a ‘heavy imbalance in market power between supermarkets 
and smaller suppliers’.°” The report recommended that the Food and Grocery Code of 
Conduct be made mandatory for supermarkets with an annual revenue of $5 billion and 
over.°8 


The report also found that many small suppliers fear retribution from the supermarkets if 
they reject requests from supermarket buying teams or make complaints against them.°? In 
response, the report recommended strengthened independent avenues for mediation to 
address supplier fears and enable easier pathways for dispute resolution.”° 


On 24 June 2024, the Australian Government responded to the Independent Review of the 
Food and Grocery Code of Conduct Final Report by adopting all 11 recommendations.” It 
also announced that there would be another statutory review of the Food and Grocery Code 
of Conduct within 5 years of the new mandatory code taking effect. ’2 


CHOICE price monitoring 


On 25 January 2024, the Australian Government announced that consumer group CHOICE 
would be granted $1.1 million in funding to provide quarterly grocery price transparency and 
comparison reporting for 3 years starting in 2024. This reporting is intended to ‘empower 
Australian consumers to make informed choices about food and grocery purchases’.”? 


CHOICE released its first quarterly price report on 20 June 2024, finding that ALDI prices 
were approximately 25% cheaper than Coles and Woolworths prices based on a basket of 
14 common grocery items.’ CHOICE found that pricing between Coles and Woolworths 
were relatively matched, with Woolworths being, on average, 75 cents cheaper on the total 
shop than Coles.” The ACCC notes that supermarkets raised issues with CHOICE’s 
monitoring, questioning whether the comparisons are considering like-for-like products.’° 


CHOICE found that geographical location made a difference in pricing. Consumers living in 
Tasmania and the Northern Territory were paying ‘significantly more each week’ for their 
groceries, mainly because these states had fewer competitors that other states or territories, 
including no ALDI presence.” 


67 Treasury, Independent Reviewer of the Food and Grocery Code of Conduct — Final Report, 24 June 2024, p 7. 


68 Treasury, Independent Reviewer of the Food and Grocery Code of Conduct — Final Report, 24 June 2024, p 12. 
69 Treasury, Independent Reviewer of the Food and Grocery Code of Conduct — Final Report, 24 June 2024, p 44. 


70 Treasury, Independent Reviewer of the Food and Grocery Code of Conduct — Final Report, 24 June 2024, p 12. 
71 Treasury, Government response to the Independent Review of the Food and Grocery Code of Conduct, 24 June 2024, p 7. 


72 Treasury, Government response to the Independent Review of the Food and Grocery Code of Conduct, 24 June 2024, p 11. 
73 Treasury, Government to launch ACCC Inquiry into supermarket prices, Media release, 25 January 2024. 


74 CHOICE, CHOICE releases first quarterly report on supermarket prices, Media release, 20 June 2024. 
75 CHOICE, CHOICE releases first quarterly report on supermarket prices, Media release, 20 June 2024. 


76 Kate Ainsworth, Australians paying 25pc less for groceries at ALDI compared with Coles and Woolworths, ABC News, 
20 June 2024, accessed 22 August 2024. 


77 CHOICE, CHOICE releases first quarterly report on supermarket prices, Media release, 20 June 2024. 
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Senate Select Committee on Supermarket Prices 


On 6 December 2023, the Federal Senate established a Senate Select Committee on 
Supermarket Prices to inquire into and report on the price setting practices and market 
power of major supermarkets. The Terms of References for the Committee included a focus 
on the pattern of price setting between Coles and Woolworths, rising supermarket profits, 
the use of technology and automation, and contribution of home brands to the concentration 
of corporate power, among other things.”® 


The Committee made 14 recommendations in relation to their findings, which the Australian 
Government has not yet officially responded to in full. Multiple recommendations from the 
Senate Committee’s final report contain suggested new or enhanced powers for the ACCC.”? 


3.4.2. Reviews recently undertaken overseas 


High global inflation figures and rising food prices are affecting many parts of the world and 
have generated similar concerns and related inquiries in other jurisdictions, which may touch 
on similar issues to those being considered by the ACCC in its Inquiry. These are 
summarised briefly below, although we note the ACCC is focussed on the situation in 
Australia and considering the submissions and information gathered as part of its own 
inquiry. 


United Kingdom 


The CMA is undertaking a review into its grocery sector as part of an effort to address cost- 
of-living pressures. Over recent years the CMA has released several reports into competition 
and profitability in the grocery sector, pricing inflation and competition in grocery 
manufacturing, supermarket price marking, and unit pricing, and a fourth expected report will 
evaluate loyalty program pricing in the sector.®°° 


The CMA’s reports have not, so far, considered the potential role of supermarket market 
power in price inflation. However, in investigating the manufacturing and supply of groceries, 
the CMA notes that recent high grocery price inflation in the UK market does not appear to 
be caused by weak or ineffective competition at the aggregate level in the supply and 
manufacturing of products.*! The report also found that manufacturers of well-known 
branded products have increased the price of their products above the rise in manufacturing 
input costs, and consumers switched to cheaper alternatives in response. 8 


In terms of retailer behaviour, the CMA’s reports have identified instances of non-compliance 
with clear and accurate pricing requirements and incorrect or inconsistent unit pricing.® 


78 Australian Government, Senate Select Committee on Supermarket Prices — Terms of Reference, 6 December 2023, 
accessed 22 August 2024. 


72 Australia Government, Senate Select Committee on Supermarket Prices — Chapter Nine, 7 May 2024. 


80 CMA, Competition and profitability in the grocery sector, 26 July 2024; CMA, Price inflation and competition in food and 
grocery manufacturing and supply, 29 November 2023; CMA, CMA Review of price marking in the groceries sector, 
8 May 2024; CMA, Grocery unit pricing, 31 January 2023. 


81 CMA, Competition, choice and rising prices in groceries, July 2023, p 7; CMA, Competition and profitability in the grocery 
sector, 26 July 2024, p 5. 


82 CMA, Price inflation and competition in food and grocery manufacturing and supply, 29 November 2023, pp 44 and 58. 
83 CMA, CMA Review of price marking in the groceries sector, 8 May 2024, p 4; CMA, Groceries unit pricing, 20 July 2023, p 7. 
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United States 


In March 2024, the US Federal Trade Commission (FTC) published a report that examined 
grocery supply chain disruptions induced by the COVID-19 pandemic. The report found that 
‘large market participants accelerated and distorted the negative effects associated with 
supply chain disruptions’.®* 


FTC Chair Lina Khan noted that ‘dominant firms used this moment to come out ahead at the 
expense of their competitors and the communities they serve’, reflecting on report findings 
that some businesses used rising costs as an opportunity to raise prices beyond those costs 
to increase profits. The FTC found this pricing behaviour contributed to currently elevated 
grocery prices in the US.®° Further discussion of the FTC’s report is in chapter 5 of this 
report. 


Canada 


A 2023 market study by the Canadian Competition Bureau (CCB) found the Canadian retail 
grocery market is highly concentrated, with 5 major retailers accounting for nearly near 
76% of grocery sales. The CCB made several recommendations, including that all levels of 
Canadian Government act to increase competition in the grocery market.®© 


The report found a trend towards consolidation through major retailers acquiring smaller 
stores.®’ It also investigated barriers to expansion due to limited real estate access for 
retailers, finding that many locations which could support a new grocery store are already 
controlled by grocery giants.®° 


On 11 June 2024, the Canadian courts granted the CCB 2 court orders to advance 
investigations into 2 major Canadian retailers for their use of potentially anti-competitive 
leasing covenants known as ‘property controls’. 


Austria 


In November 2023, Austria’s Federal Competition Authority (AFCA) presented findings into 
its year-long inquiry of the food industry sector. Its report was informed, in part, by 
responses to a survey of 1,000 Austrian consumers, data obtained from retailers and 
suppliers. 


The AFCA’s report identified several competitive weaknesses in its industry in both the 
supply and retail markets.” It identified that unfair retailer trading practices with suppliers, 
such as unilateral contract modifications by retailers and skewed payment terms 
disadvantaged suppliers, and rising input costs and international price fluctuations meant 
that Austria’s agricultural sector had also shrank.”! 


However, the AFCA report did not establish a causal link between market concentration and 
food price increases. Austria's 4 largest retailers, hold a combined market share of 91%, and 


84 FTC, FTC Releases Report on Grocery Supply Chain Distortions, Media release, 21 March 2024. 
85 FTC, FTC Releases Report on Grocery Supply Chain Distortions, Media release, 21 March 2024. 


86 CCB, Canada needs more grocery competition, June 27 2023, p 5. 
87 CCB, Canada needs more grocery competition, June 27 2023, p 21. 


88 CCB, Canada needs more grocery competition, June 27 2023, p 32. 


89 Government of Canada, Competition Bureau advanced investigations into Sobeys and Loblaw’s use of property controls, 
Media release, 11 June 2024. 


90 AFCA, AFCA presents final report on sector inquiry into food industry, Media release, 3 November 2023. 


91 AFCA, Sector Inquiry Food, 3 November 2023, pp 11-13. 
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despite recognising the implications this has for bargaining power vis-a-vis suppliers, the 
report noted there was no indication retailers had tried to increase their trade margins in the 
examined period. 


New Zealand 


On 8 March 2022, the New Zealand Commerce Commission (NZCC) published a market 
study into the grocery sector. 


It found that competition is not working well for consumers in the retail grocery sector and 
recommended changes relating to competition in grocery acquisition, entry and expansion, 
increased information for consumers and reporting obligations to help improve the price, 
quality and range of groceries and services available to New Zealanders.”? 


The report found major retailers achieved ‘higher levels of profitability than [the NZCC] would 
expect in a workably competitive market’ prior to COVID-19, and that prices were higher in 
areas where there are fewer competing retailers, particularly in rural and regional areas.™* 


92 AFCA, Sector Inquiry Food, 3 November 2023, p 7. 


93  NZCC, Market study into the retail grocery sector — Final report, 8 March 2022, pp 380-381; NZCC, Market study into the 
grocery sector, 8 March 2022. 


9% NZCC, Market study into the retail grocery sector — Final report, 8 March 2022, pp 45 and 99. 
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4. Economic framework for 


assessing issues in the 
grocery sector 


Key points 


Well-functioning markets are essential to the prosperity and wellbeing of the country. 
Competitive, informed and, when necessary, well-regulated markets lead to lower 
prices, better quality products and services, and more choice. This increases the 
prosperity and welfare of all Australians. 


The ACCC promotes the proper functioning of Australian markets, protecting 
competition, improving consumer welfare and stopping conduct that is anti- 
competitive or harmful to consumers. 


In this Supermarkets Inquiry, we are tasked with considering a range of matters in 
markets for the supply of groceries, including the structure and competitiveness of 
those markets, as well as price setting practices. A useful tool for considering these 
matters is to identify any ‘market failures’, where grocery markets are not working well, 
with a detriment for competition or consumers. 


We have not reached any concluded views on the topics set out in this chapter. Our 
consideration is ongoing, and subject to further information gathering and analysis. 


This chapter sets out our economic framework for analysing issues relevant to the 
Supermarkets Inquiry. In this chapter we discuss the following: 


Section 4.1 explains why competitive markets are an important mechanism to promote 
the welfare of all Australians. 


Section 4.2 outlines the relevance of market structure to competition. 

Section 4.3 identifies potential market failures relevant to the grocery supply chain. 
Section 4.4 explores what an exercise of market power may look like in grocery markets. 
Section 4.5 notes the significance of information asymmetry in a supply chain. 


Section 4.6 describes how search and transaction costs and behavioural biases of 
consumers may impact decision-making for grocery purchases. 


Section 4.7 notes the distinction between economic harm (inefficiency) and inequitable 
distribution of value. 


Section 4.8 outlines the role and function of the ACCC as relevant to the Supermarkets 
Inquiry. 
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4.1. Competitive markets, economic efficiency and 
welfare 


Competitive markets are an important mechanism to promote the welfare of Australians by 
promoting economic efficiency. Where there is insufficient competition in a market, and 
firms possess market power (the ability of a firm to insulate itself from competition, such as 
to set prices deviating from competitive levels), this is likely to lead to economic 
inefficiencies or ‘market failures’. 


Economic efficiency in markets can be considered in 3 different ways: 


1. Allocative efficiency — the allocation of resources to their most valuable use. For 
example, the allocation of resources for the production and supply of goods is aligned 
with the preferences of consumers with prices equal to marginal cost. 


2. Productive efficiency — the production of goods and services using the most cost- 
effective means. For instance, that the most efficient firms at all levels of the supply 
chain are encouraged to expand. 


3. Dynamic efficiency — the economically efficient use of resources over time, incorporating 
process and product innovation in response to changes in the market. For instance, that 
suppliers have the incentive to invest in improvements to products and processes which 
lead to better quality, lower cost and/or more environmentally sustainable products. 


In competitive markets, suppliers will adopt the most efficient technologies and techniques, 
or risk losing profits and market share to their competitors, thus creating incentives for 
productive efficiency. 


Similarly, effective competition promotes dynamic efficiency by providing incentives for 
suppliers to invest in superior processes and quality improvements, as methods to increase 
profits relative to rival firms. 


A market failure may negatively impact multiple aspects of efficiency at once. For example: 


= a retailer exercising market power may price goods well above cost of production, 
undermining allocative efficiency, while barriers to entry may exclude more efficient 
competitors, reducing productive efficiency 


= a purchaser exercising monopsony power (that is, where the firm controls enough 
purchases upstream that they can affect the overall market price of a product) may offer 
a price to suppliers below the cost of production resulting in undersupply (undermining 
allocative efficiency) and deter or prevent suppliers from making investments in new 
production methods (undermining productive and dynamic efficiency). 


4.2. Market structure and competition 


The number of participants on a given side of a market is typically a key influence on how 
competitive a market is. In general, fewer market participants (sellers or buyers) in a market, 
means less competitive constraint on those market participants and an increased likelihood 
of exercises of market power. 


Importantly, as we explain in section 4.8, the exercise of market power is not illegal per se. 
However, businesses with substantial market power must not do anything that has the 
purpose, effect or likely effect of substantially lessening competition. Exercises of market 
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power which don't reach this threshold for illegality can, nevertheless, impact economic 
efficiency. 


The nature and structure of grocery supply chains vary significantly between different 
products. However, in general terms, the structure of grocery markets means they can be 
susceptible to the exercise of market power. This is because: 


=" supermarket retail can often be an oligopoly with relatively few firms accounting for the 
vast majority of supply to consumers (we outline our preliminary observations on retail 
competition in chapter 7) 


= the wholesale supply of some grocery products is also often characterised by oligopoly, 
particularly where relatively few firms account for the vast majority of wholesale supply 
to grocery retailers 


= some producers are vulnerable to the exercise of monopsony power, where a small 
number of buyers (in this case, supermarkets) account for the vast majority of purchases 
in Australia (we discuss monopsony power in section 4.4.2).°° 


In an oligopoly, firms with significant market share have influence over prices and are 
expected to maximise their profits based on expectations of how other firms are likely to 
react.°° 


Oligopolistic market structures can limit incentives to compete vigorously on price. For 
example, if there are only 2 major supermarkets, if one major supermarket believes that a 
reduction in prices (through a reduction in profit margins) will provoke an equal price 
reduction by the other, this may result in a lower profit margin without a change in market 
share and no benefit to either major supermarket. Such a market structure is generally not 
conducive to vigorous competition. 


We expect more highly concentrated oligopolies to result in worse economic outcomes than 
less concentrated oligopolies. A change in market structure from a 3-firm oligopoly to a 

4 firm oligopoly would generally result in a significant increase in economic efficiency. 
Therefore, reducing barriers to entry or expansion by smaller rivals is an important means of 
increasing competition and reducing the potential for harmful exercises of market power. 


4.3. Potential market failures relevant to the 
grocery supply chain 


Potential market failures relevant to supermarkets and grocery supply chains include: 
= insufficient competition at the retail level 

= insufficient competition at any wholesale levels 

= information asymmetry at the retail and wholesale level 


= decision-making limits, search and transaction costs of consumers. 


As outlined in section 4.1, markets function poorly when there is insufficient competition 
and participants can exercise market power to the detriment of customers or suppliers. 


95 The term ‘monopsony’ is used to refer to a market structure where there is one or few purchasers, each of which controls 
enough purchases upstream that they can affect the market price. 


% D W Carlton & J M Perloff (1990) Modern Industrial Organization, 4th edition, Pearson, Edinburgh, p 182. 
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For example, information asymmetry (discussed in detail in section 4.5) can contribute to or 
exacerbate market power issues and result in suppliers and consumers making sub-optimal 
decisions. The nature of grocery shopping — with many purchasing decisions each week - 
means many consumers may not shop-around and may make sub-optimal choices. Such 
limitations on consumer decision making can diminish the potential of competition, 
particularly if exploited by supermarkets. 


Where there is market failure, there will be a reduction in economic efficiency, or ‘economic 
harm’. In the context of grocery supply chains, economic harm will likely affect grocery 
suppliers, consumers, and the broader economy. 


This economic harm will take the form of either, the exclusion of suppliers and/or 
consumers from a market or supplying/buying less than they otherwise would. Market 
failure may also reduce innovation and other efficiency enhancing investments which would 
otherwise deliver price, quality, choice or other forms of improvement for the Australian 
economy. 


4.4. Exercise of market power in grocery markets 


Market power can be exercised on either side of a transaction, by either buyers or sellers. It 
can be characterised as the ability to sell at prices above competitive levels (seller-side 
market power) or buy at prices below competitive levels (buyer-side market power). 


In broad terms, market power can be exercised: 
= unilaterally, where a single firm possesses market power 


= collectively, where firms in a market coordinate, either implicitly or explicitly, to raise 
prices or restrict outputs relative to a competitive market.” 


Importantly, the exercise of market power does not necessarily imply a breach of the 
Competition and Consumer Act 2010 (Cth) (the Act) (discussed in section 4.8). 


4.4.1. Seller-side market power 
When there is insufficient competition for customers, sellers can exercise market power. In 
the grocery supply chain seller-side market power has the potential to occur at the: 


= retail level, where supermarkets or supermarket chains face insufficient competition for 
the supply of groceries to consumers 


= wholesale/production level where a supplier faces insufficient competition for the supply 
of products to retailers. 


Exercises of market power at the retail level could be in a local market, or at a broader 
regional or national level. The competitive harm arising from exercises of market power at 
the retail level may take many forms including: 


= higher prices (not necessarily for single items but broadly across a basket of products) 


= lower quality of store (for example, store fit out and amenity), service (for example, 
number of staff, opening hours) or products 


= less choice for consumers, either in store choice or product range. 


97 See ACCC, Merger Guidelines, 21 November 2008, p 30. 
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Exercises of market power at the wholesale level may also take many forms including: 
= higher prices 


= lower quality of product including reduced investment in research and development 
relative to a more competitive market 


= foreclosure of rivals through anti-competitive bundling. 


While exercises of market power at the wholesale level may be caused by a lack of 
competition in supply to retailers, the competitive harm is likely to ultimately flow down to 
consumers. 


4.4.2. Buyer-side market power 


In the context of the grocery sector, ‘buyer power’ refers to the ability of buyers 
(supermarkets, processors, aggregators or wholesalers) to affect the terms of trade with 
their upstream suppliers (farmers, wholesalers or manufacturers). 


This may include, for example, influencing trading terms to achieve higher quality products, 
better service and lower wholesale prices. This can ultimately benefit consumers if the 
benefits are passed on to them. 


Bargaining power and monopsony power 


We distinguish between different types of buyer power: ‘bargaining power’ and ‘monopsony 
power’. They have different implications for competitiveness and efficiency of grocery 
supply chains. 


Relative bargaining power between buyers and sellers depends on each party's best 
alternative if bargaining ceases (‘outside option’). Buyer bargaining power is the ability of 
buyers to have a countervailing effect on the market power of a supplier. 


Bargaining power of supermarkets is efficiency enhancing, as its exercise can counteract 
seller market power and push wholesale prices closer to competitive levels. Regulators must 
therefore exercise caution when assessing buyer-side market power, to avoid misclassifying 
efficiency enhancing bargaining power as economically harmful monopsony power. 


Monopsony power is where a firm or firms control enough purchases upstream that they 
can affect the overall market price of a product, reducing it by purchasing less, or increasing 
it by purchasing more. Market prices where monopsony power is exercised can be 
depressed below competitive levels. 


While monopsony power allows buyers to acquire products for lower prices, it typically leads 
to undersupply and reduced investment by suppliers over time. Inefficient levels of supply 
and investment in production will in turn, lead to higher prices and reduced choice or quality 
for consumers in the long run. 


Buyer power in grocery supply chains 


Grocery supply chain market structures are highly varied and can range from highly 
competitive to highly concentrated sellers or buyers. 
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The relative bargaining position between buyers and sellers will typically reflect the market 
structure. The following factors are also likely to influence bargaining power in the grocery 
supply chain: 


= Perishability -if a supplier's goods are perishable, their bargaining position will generally 
be weaker, as they cannot easily hold out for better terms or conditions of sale. 


= Homogeneity - homogenous goods are those which are viewed by consumers as being 
essentially similar in quality and attributes (for example, certain categories of fresh 
produce). Buyers of homogenous goods can easily substitute one supplier's goods for 
another's. Suppliers will therefore tend to have a worse bargaining position for 
homogenous goods. By contrast, suppliers of goods which are differentiated and for 
which there is substantial brand loyalty have fewer, if any, substitutes and will have a 
stronger bargaining position with supermarkets. 


= Relative importance of supermarkets to distribution of goods -the more important 
supermarkets are for the distribution of a supplier's goods, the worse the supplier's 
bargaining position tends to be, as they lack an outside option. For instance, if a 
supplier's goods can be exported, they will generally have an improved bargaining 
position. 


The relative bargaining positions between supermarkets and suppliers, and efficiency 
implications, are therefore likely to differ by product. For example, the ACCC’s Perishable 
Agricultural Goods Inquiry found:?° 


Bargaining power imbalances are a common feature of markets for perishable 
agricultural goods. Economies of scale at the processing and retail levels result in 
market structures where there are a relatively small number of buyers acquiring the 
majority of produce. 


The more perishable a product, the more vulnerable the producer is to being subject 
to take-it-or-leave-it terms from buyers. In contrast to agricultural goods which can 
be stored, there is limited or no ability to delay or withhold supply to negotiate better 
supply terms. 


In contrast, suppliers may have market power and a stronger bargaining position in 
instances where supply is concentrated, products are non-perishable, products are 
differentiated, and suppliers have substantial alternative sales channels such as export 
markets. In these scenarios, if a supermarket has a strong bargaining position, this may 
result in efficiency enhancing bargaining power, counteracting the supplier's market power 
(to some extent) to the benefit of consumers. 


4.5. Information asymmetry in grocery supply 
chains 


Efficient market outcomes require participants throughout the grocery supply chain 
(suppliers, wholesalers, retailers and consumers) to possess adequate information to make 
informed production, supply and purchasing decisions. 


However, aspects of grocery supply chains exhibit high levels of uncertainty. With respect to 
some perishable agricultural goods, price, volumes and desired quality may be difficult to 
forecast and highly volatile. 


98 ACCC, Perishable Agricultural Goods Inquiry, 10 December 2020, p 2. 
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Information asymmetry refers to a situation where one party in a transaction possesses 
superior information to the other. Exploitation of information asymmetries by one side can 
be both a non-harmful part of efficient bargaining, and a factor which may facilitate the 
exercise of market power. 


For example, exploitation of information asymmetries to the advantage of a supermarket is 
likely to reduce the efficiency of grocery supply chains if it: 


= allows supermarkets to exert buyer-side market power, requiring pricing below efficient 
levels (including pricing below costs of production) 


= creates additional uncertainty for suppliers about future revenue streams, reducing their 
ability to make efficient investment decisions, relative to a situation with greater 
transparency in market conditions (this may occur via the allocation of risk to parties 
which are not best placed to manage them, reducing the risk-weighted return of supplier 
investments). 


Allocative, productive, and dynamic efficiency may be lost if participants lack adequate 
information. This may be of particular concern when suppliers make production and sales 
decisions substantially in advance of knowing the final market outcomes. 


Investments in produce or processing facilities, for instance, may occur months to years 
prior to knowledge of likely market outcomes. To the extent suppliers are dissuaded from 
profitable investments due to such a lack of certainty, long-term efficiency of the market 
may be reduced. 


4.6. Decision-making limits, search and 
transaction costs of consumers 


Grocery shopping for many consumers involves making many purchasing decisions each 
week. In addition to deciding what products to purchase, consumers may have a choice of 
brands and retailers with varied promotional cycles and loyalty program incentives. 


For a weekly grocery shop, comparing prices across different retailers (potentially involving 
different product options, sizes and promotions) is time consuming and requires substantial 
effort. Consumers may also incur additional time and inconvenience in shopping at multiple 
retailers compared to a ‘one-stop-shop’ at a single supermarket. 


In such a context, there are limits to the ability and motivation for many consumers to make 
optimal and fully informed decisions. Consumers are likely to take short-cuts in their 
decision making and follow ‘rules of thumb’, or ‘heuristics’ to save time and effort.°? 
Heuristics are common at all levels of human decision making, as the time and effort to 
consider all information and alternative options for every decision in the day would be 
excessive. Using heuristics may, however, result in behavioural biases, as these mental 
‘short-cuts’ may lead to imperfect decision making. 


Retailers can exploit the decision-making limits of consumers to diminish potential 
competition. This is particularly so where consumers use a limited sample of products to 
develop rules of thumb that apply to their entire grocery shop. 


99 This is referred to as ‘bounded rationality’ in economic literature. Bounded rationality provides a more realistic framework 
for human decision-making, accounting for the limited human capacity to regularly process large amounts of information, 
compared to the perfectly rational decision-making framework often assumed in models of efficient markets. 
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Behavioural biases may also be exploited to ‘nudge’ consumers towards different or 
additional purchases which they otherwise would not value. Research commissioned by the 
New Zealand Commerce Commission recently found evidence that when faced with multiple 
discounting schemes, consumers make suboptimal decisions compared to more simple 
pricing schemes.’ The report suggested this was due to the complexity such schemes 
created, requiring substantial cognitive effort for consumers to navigate. 


4.7. Equity and competitive markets 


Market failure will likely lead to economic harm (inefficiency), creating a loss of overall value 
in the supply chain. The distribution of value among market participants is a distinct issue 
from economic harm. 


In well-functioning markets suppliers and retailers will likely engage in fierce competition 
and hard bargaining. This leads to lower profits for participants and beneficial effects of 
competition ultimately flowing to consumers, in the form of lower prices or higher quality 
products. Hard bargaining and low profits are, therefore, not themselves evidence of market 
failure. 


Competitive markets reward businesses for producing products efficiently and catering to 
consumer tastes, while firms unable to do so are expected to decline. The decline and even 
failure of less-efficient firms, and the expansion and growth of relatively efficient firms is an 
important method by which the welfare of Australians is enhanced. 


Economically efficient market outcomes will maximise overall value in a supply chain, but do 
not necessarily distribute this value equitably. The mechanisation of agriculture for instance 
resulted in overall economic gains for Australians, as the process now required less labour, 
reducing the price of agricultural produce. Workers in the agricultural sector, as well as 
farmers unable to adapt to this technological change, however, may have experienced a 
significant loss. 


Disruptions to a supply chain such as due to a significant weather event may substantially 
reduce the supply of a grocery product and increase its costs of production. The subsequent 
rise in the relative price of the product may be considered economically efficient, reflecting 
the product's relative scarcity and new costs of production. The impact on consumers could 
be regarded as inequitable, as lower-income consumers may be unable to afford the product 
at the new price. 


4.8. Role and function of the ACCC 


The ACCC’s role is to administer and enforce the Act and other legislation, protecting 
consumers, promoting competition, fair trading and regulating national infrastructure. 


100 NZCC, NZCC Grocery Market Study Final Report, 8 March 2022, p 283; S Tucker & M P Cameron, Consumer Decision- 
making under Complexity, The University of Waikato, (2021), p 7. 
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The ACCC promotes competition and fair trading in several ways including: 


maintaining and promoting competition, including through the enforcement of Part IV of 
the Act, which prohibits, among other things, certain conduct that has the purpose or 
effect of substantially lessening competition 


reviewing and taking legal action to prevent mergers that are likely to substantially lessen 
competition 


enforcing Australian Consumer Law under Schedule 2 of the Act, including taking action 
in response to businesses making false and misleading claims 


administering and enforcing industry codes of conduct that are prescribed under the Act, 
including the Food and Grocery Code of Conduct 


undertaking market studies and inquiries to support competition, consumer and 
regulatory outcomes. 


Importantly, having or exercising market power or charging high prices in and of themselves 
are not illegal under the Act. The ACCC does not have the power to intervene and determine 
what prices business should charge.'*' Businesses are generally free to set their own prices, 
typically having regard to costs, demand and the level of competition they face. 


In undertaking the Supermarkets Inquiry, we will apply the economic principles set out in this 
chapter when we consider competition, fair trading and consumer concerns arising the 
supply of groceries, including identifying any relevant market failures. 


101 


With the exception of the ACCC carrying out its function as the regulator of specific infrastructure. 
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5. Retail grocery pricing 


Key points 


= Grocery prices have significantly increased over the last 5 years, with price rises in all 
categories of grocery products. This has been driven by a range of international and 
domestic factors, including disruptions in the supply chain as a result of COVID-19, 
geopolitical tensions leading to increases in global commodity prices such as fuel and 
wheat, natural disasters in Australia, and rising interest rates and wage costs. 


= Many submissions in response to the Issues Paper noted the considerable influence 
such increases in input prices and operating costs have had on grocery prices. 


«= Some supermarkets, including the major supermarket chains, have indicated to the 
ACCC that in practice, most of their product prices are consistent nationally. However, 
some products may be priced differently across stores, for example: 


— when products are marked down for clearance 

— when products are subject to state-based promotional activity 

— for fresh food, which is generally priced on a state basis 

— for remote stores, due to higher transport or freight costs to these areas 
— when products are purchased online or in different format stores 

— when products are subject to a state or territory legislative requirement. 


= Weare gathering detailed information from supermarkets on grocery prices and price 
setting practices to further assess these matters, and we will include our findings in 
the Final Report. 


This chapter outlines our preliminary observations on trends in prices for grocery products in 
Australia and the factors potentially driving these trends. It also sets out how supermarkets 
submit they set prices for their products. 

This chapter draws upon: 

= information provided in submissions from supermarkets and interested parties to date 


= preliminary information obtained from ALDI, Coles, Metcash and Woolworths using the 
ACCC’s compulsory information gathering powers 


= the results of the ACCC consumer survey 
= analysis of publicly available data and information. 
We have not reached any concluded views. We welcome submissions on supermarket price 


setting practices which is a key issue for the next phase of this Inquiry. The key issues we 
will consider further are summarised in box 1.1. This chapter is structured as follows: 


= Section 5.1 outlines trends in prices and costs for groceries, including factors driving 
inflation. 


= Section 5.2 sets out what we have been told so far in relation to price setting by some of 
the larger industry participants. 


= Section 5.3 outlines further analysis the ACCC has planned for the Final Report. 
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5.1. Trends in prices and costs for groceries 


5.1.1. Grocery prices have increased significantly over the last 
5 years 


Australian consumers have experienced significant increases in grocery prices since 2019, 
like other OECD countries.'°? Prices for food and non-alcoholic beverages increased by 

23% between the March 2019 quarter and the June 2024 quarter (figure 5.1a). This growth is 
largely in-line with inflation in other goods and services, with prices for goods and services 
excluding food and non-alcoholic beverages growing 21.5% over this period. 


Annualised inflation in food and non-alcoholic beverages in Australia rose from 2.3% in the 
September 2019 quarter to a peak of 9.2% in the December 2022 quarter, before trending 
down to 3.3% in the June 2024 quarter (figure 5.1b). 


The quarterly annualised inflation rate dipped in 2021 before rising sharply. The food and 
non-alcoholic beverages inflation rate has slowed in recent months, decreasing from 8% in 
the March 2023 quarter to 3.3% in the June 2024 quarter (figure 5.1b).'% 


Despite this recent moderate growth, prices of food and non-alcoholic beverages remain 
high. Relative to the March 2019 basket, prices in the June quarter 2024 basket were 
17% higher than the equivalent basket in the December 2021 quarter (figure 5.1a). 


102 OECD, National CPI, Growth rate over one year, All countries, Food and non-alcoholic beverages, COICOP 1999, accessed 
22 August 2024. 


103 ABS, Consumer Price Index, Australia, accessed 22 August 2024. 
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Figure 5.1: Prices of food and non-alcoholic beverages in Australia have increased 
significantly over the last 5 years 


Inflation in Food and non-alcoholic beverages sub-group compared to All Groups CPI 
excluding food and non-alcoholic beverages between March 2019 quarter and June 2024 
quarter 


a) Quarterly inflation, index numbers b) Quarterly inflation, annual % change 
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Note: Index re-based to March 2019 quarter. 


Source: ABS Consumer Price Index, Australia, June Quarter 2024. 


Retail prices across all grocery product types in Australia have increased over the last 

5 years (figure 5.2a). Compared to the March 2019 quarter, prices in the June 2024 quarter 
for dairy products have increased most significantly (by 32%), followed by bread and cereal 
products (28%), other food products (26%), non-alcoholic beverages (26%), meat and 
seafood products (20%) and fruit and vegetables (19%). 


Figure 5.2b shows the annualised quarterly change in CPI for all food and non-alcoholic 
products. All product types experienced a slower inflation rate from about mid-2020 through 
most of 2021. However, retail prices increased rapidly in 2022 and the first half of 2023. 
Since then, inflation growth in all products has moderated, and in the case of fruits and 
vegetables, decreased from its peak of 16.2% in the September 2022 quarter to a 
deflationary -6.4% in the September 2023 quarter. 


While the inflation rate has moderated, prices of all food and non-alcoholic beverages 
remain at elevated levels relative to 2019 prices (figure 5.2a). 


As discussed in section 6.5.1, consumers on lower incomes spend a higher proportion of 
their income on groceries and are likely most exposed to rising food and groceries prices. 
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Figure 5.2: The price of products in all food and non-alcoholic beverage categories has 
increased since 2019 


a) Inflation in Food and non-alcoholic b) Inflation in Food and non-alcoholic 
beverages sub-group between March 2019 beverages sub-group between 
quarter and June 2024 quarter, index March 2019 quarter and March 2024 
numbers quarter, annual % change 
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Source: ABS Consumer Price Index, Australia, June Quarter 2024. 


While domestic prices for food and non-alcoholic beverages rose sharply (by 12%) between 
the March 2021 quarter and the December 2022 quarter, inflation has been lower in Australia 


than in most OECD countries (figure 5.3). 


As of June 2024 quarter, the increase in prices since the March 2019 quarter for an 
equivalent basket of goods is lower for Australia (approximately 24% increase) than the 
OECD average (39% increase) and the lowest among the sampled countries. 
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Figure 5.3: Domestic and international inflation in food and non-alcoholic beverages has 
increased significantly since 2021 


Australia's CPI in food and non-alcoholic beverages compared to OECD and G7 economies 
(weighted average) and a sample of similar economies, between March 2019 quarter and 
June 2024 quarter 
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Source: OECD, National CPI (Food and non-alcoholic beverages) annual growth rate, COICOP 1999; ACCC analysis. 


5.1.2. A range of domestic and international drivers contribute to 
rising retail grocery prices in Australia 

The Australian Retailers Association submits the major components that influence retail 

pricing — that is, the prices consumers pay - include:' 

= the supplier’s cost of procuring or producing goods 

= the supplier’s operational costs 

= the supplier’s sell price, inclusive of profit 

= the retailer's operational costs, tax, and interest obligations 


= the retailer's net profit. 


Since 2019, international and domestic factors in combination have led to higher input and 
operating costs for suppliers and retailers. Some of these costs have in turn likely been 
passed on and resulted in consumers paying higher retail grocery prices. 


We are gathering further information and intend to examine the differences between prices 
paid by consumers for selected products and prices charged by suppliers (section 8.2.4). We 
aim to explore the extent to which costs have increased over the last 5 years, and whether 
these costs have been passed on. 


104 Australian Retailers Association, Submission to the Inquiry, published May 2024, p 7. 
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The price of key inputs to food and beverage manufacturing rose sharply in 2021 and 2022 
(figure 5.4). These cost increases for suppliers translated to higher prices for manufactured 
grocery products, which in turn, are inputs into the retail grocery sector.'°° Overall, the rate of 
inflation in input prices for the food and beverage manufacturing industries has declined 
since 2022. Output price inflation for food manufacturing followed a similar trend to input 
price inflation and has fallen since mid-2022, while output prices of beverages and tobacco 
manufacturing have decreased since 2023 (figure 5.4). 


105 Coles, Submission to the Inquiry, published May 2024, p 17; Woolworths, Submission to the Inquiry, published May 2024, 
p 43. 
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Figure 5.4: Domestic food, beverage and tobacco manufacturing have seen significant 


rises in input prices between 2021 and 2022, flowing through to higher output prices for 
retailers 


Input to, and output of, manufacturing industries, annual inflation by sub-division between 
the March 2019 quarter and June 2024 quarter. 


a) Food product manufacturing, index numbers b) Food product manufacturing, annual % change 
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Note: Indexes re-based to March 2019 quarter. 


Source: ABS Producer Price Indexes, Australia, June Quarter 2024; ABS Consumer Price Index, Australia, June Quarter 2024. 
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International factors contributing to higher input costs 


Australia was not insulated from the effects of the COVID-19 pandemic and geopolitical 
tensions in Ukraine, which disrupted global supply chains and commodity markets.'°° Some 
market participants submit these disruptions in turn have translated into higher retail 
prices.'°” 


We received submissions to the Issues Paper from supermarkets and suppliers describing 
the ongoing effect of the COVID-19 pandemic and conflict in the Ukraine on costs (some 
examples are outlined in box 5.2). 


Between 2020 and 2022, lockdowns and closure of domestic and international borders due 
to the COVID-19 pandemic led to significant supply chain disruptions, and consequently 
increased input prices and labour costs (box 5.1 describes the impact of COVID-19 on the 
US economy). Subsequently, escalating geopolitical tensions, particularly from the conflict in 
Ukraine, led to price inflation in 2022 for global commodities and the cost of key inputs 
domestically such as energy, fuel, fertiliser, palm oil and wheat.'°° 


Box 5.1: Findings from the US Federal Trade Commission 
supermarket review on the impact of the COVID-19 
pandemic 


In March 2024, the US Federal Trade Commission published a report on the causes behind 
grocery supply chain disruptions resulting from the COVID-19 pandemic.’ The report 
found large market participants accelerated and distorted the negative effects associated 
with supply chain disruptions in the US economy, resulting in large increases in prices for 
groceries and shortages in non-discretionary products, such as toilet paper." 


Further findings from the report are outlined below:'"! 


= Annual profits for retailers rose higher than total costs and remain elevated. 


= Some large purchasers pressed their suppliers for favourable allocations of products 
during the periods of short supply, including by imposing financial penalties for non- 
compliance. 


= Companies came to recognise excessively consolidated supply chains as a liability. 
The unexpected inability to acquire necessary goods made industry participants 
across the supply chain aware of the dangers of excessive reliance on a few viable 


106 ALDI, Submission to the Inquiry, published May 2024, p 1; Coles, Submission to the Inquiry, published May 2024, p 1; 
Woolworths, Submission to the Inquiry, published May 2024, p 44. 


107 Coles, Submission to the Inquiry, published May 2024, p 17; Woolworths, Submission to the Inquiry, published May 2024, 
p 43; Australian Food & Grocery Council, Submission to the Inquiry, published June 2024, pp 3-4. 


108 Food and Agriculture Organization of the United Nations, Food Price Index, accessed 22 August 2024; World Bank Group; 
Historical Commodity Price Data (The Pink Sheet) - Phosphate Rock Index, Urea Index, Potassium Chloride Index, 
accessed 22 August 2024; IEA, Energy Prices — Energy Prices Data set, Energy Prices Transport Fuels Data set, accessed 
22 August 2024. 


109 Federal Trade Commission, Feeding America in a Time of Crisis: The United States Grocery Supply Chain and the COVID- 
19 Pandemic, 21 March 2024. 


110 Federal Trade Commission, Feeding America in a Time of Crisis: The United States Grocery Supply Chain and the COVID- 
19 Pandemic, 21 March 2024, pp 12-13. 


111 Federal Trade Commission, Feeding America in a Time of Crisis: The United States Grocery Supply Chain and the COVID- 
19 Pandemic, 21 March 2024, pp 1-2, 14-16. 
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suppliers for key inputs. Some larger firms purchasing in markets with few producers 
began exploring alternatives to their existing suppliers. 


= Shortages caused producers to reduce their funding of trade promotions. When trade 
promotions designed to increase demand for products dried up, some retailers were 
harmed more than others. These changes had various impacts on retailers depending 
on their pricing model. 


= Limited competition can lead to bottlenecks and increase the impact of supply chain 
shocks on various businesses and consumers while simultaneously creating 
opportunities for powerful retailers to distort product allocations during a shortage. 
This suggests crises may allow some firms to entrench market power. 


Domestic factors have also likely increased the input, and operating, 
costs of supplying groceries 


A range of domestic factors have likely contributed to increased retail grocery prices in the 
past 5 years. Submissions to the Inquiry have cited factors increasing input or operational 
costs including natural disasters, rising interest rates, labour shortages and wage price 
increases. 


Significant weather events in Australia have increased input costs 


Domestic supply chains are often impacted by natural disasters, which can interrupt primary 
production, including damaging crops and livestock, and secondary production activities, 
such as key food manufacturing or processing infrastructure. As discussed in section 5.1.2, 
disruptions to a supply chain may substantially reduce the supply of a grocery product and 
increase its costs of production. 


We received several submissions describing the impact of Australian weather events on 
input costs. For example, Woolworths submits natural disasters such as cyclones, fires, 
floods, and drought have had impacts on fruit and vegetable supply, as well as on fresh 
meat, with farmers needing to rebuild herds.''* Woolworths submits its supply chain 
experienced ‘164 days of disruption in FY23 as a result of floods, rail derailments, cyclones, 
and fires’.''" Woolworths submits Australian fruit and vegetable growers face supply and 
demand patterns heavily influenced by extreme weather events, ‘which are the primary driver 
of production volumes and, in turn, prices’.114 


A submission from a confidential party cited natural disasters that occurred in 2021 as 
indicative of the impact weather events can have on prices at the checkout. This submission 
noted that a sequence of natural disasters saw the retail price of iceberg lettuce rise to up to 
$12 per head.'"5 


Coles highlighted the threat posed by climate change on the supply chain, submitting one of 
the drivers of grocery price increases is ‘increasing incidents of seasonal variation and 
natural disasters due to climate change which leads to a reduction in the quality and 
quantity of some fresh produce’.'"° It further submits that, ‘the increasing number of severe 


112 Woolworths, Submission to the Inquiry, published May 2024, p 43. 


113 Woolworths, Submission to the Inquiry, published May 2024, p 15. 

114 Woolworths, Submission to the Inquiry, published May 2024, p 8. 

15 Confidential Party #8, Submission to the Inquiry, published May 2024, p 10. 
116 Coles, Submission to the Inquiry, published May 2024, p 17. 
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natural events in Australia is exposing the acute vulnerability (and in many cases, the 
underinvestment in climate resilience) of these vital supply chains’.1"” 


AUSVEG reported primary producers diversifying their crops across different regions to 
mitigate the risk of increasing extreme weather events and to ensure consistent supply.''® 


Woolworths noted for the horticulture industry, larger growers are better able to invest in 
‘more efficient yet capital-intensive operations, helping them to navigate factors such as 
seasonality and weather exposure’. This has a significant impact on smaller growers.'"° 


Additionally, natural disasters likely impact suppliers’ operating costs in the longer term as 
they often lead to increased insurance costs for suppliers in disaster-prone areas. '2° 


The impacts of natural disasters are often disproportionately felt by remote communities, 
who may have limited or no choice in where they shop and may already be subject to 
significantly higher supply costs than metropolitan areas. Over half of respondents to the 
ACCC consumer survey living in remote areas selected ‘there is no other option in my area 
as a main reason for selecting a supermarket (section 6.5.2). 


, 


Submissions noted extreme weather events can impact on access to goods and the price of 
food in remote stores.'*! Community Enterprise Queensland submits natural disasters such 
as cyclones and floods can prevent supply barges from docking in far remote islands and 
communities, impacting the supply of goods to these communities. !?? Similarly, the Arnhem 
Land Progress Aboriginal Corporation reports extreme weather events have led to higher 
transport costs and prices in remote stores, posing a challenge to food access. 1? 


Domestic macroeconomic factors have increased operating costs 


Operating costs for suppliers and supermarkets have likely increased substantially between 
2020 and 2023. Factors cited in submissions to the Issues Paper as driving increasing 
operating costs in this period include rising interest rates, higher energy and transport costs, 
changing labour market conditions and legislation, and insurance costs. 1? 


As seen in figure 5.5b, the annualised inflation rate in automotive fuels, a key component of 
suppliers’ and retailers’ transport costs, increased from approximately 6% in the March 2020 
quarter to a peak of 35% in the March 2022 quarter. Since then, while price increases in 
automotive fuels have trended downwards to 7.7% annual growth in June quarter 2024, they 
remain higher than 2019 levels (figure 5.5a and b). 


Similarly, the annualised inflation rate in electricity increased from 3% in the December 2021 
quarter to 14.5% in the September 2023 quarter, peaking at 15.5% in the March 2023 quarter 
(figure 5.5b). Since then, the rate of inflation in electricity has decreased. The electricity 
measure in figure 5.5 reflects the price of electricity supplied to households inclusive of any 
applicable government subsidies, rather than the prices paid by businesses. However, the 


117 Coles, Submission to the Inquiry, published May 2024, p 33. 
118 AUSVEG, Submission to the Inquiry, published May 2024, p 5. 
119 Woolworths, Submission to the Inquiry, published May 2024, p 48. 


120 ACCC, Insurance monitoring: Second report following the introduction of a cyclone and cyclone-related flood damage 
reinsurance pool, December 2023, p 1. 


121 Community Enterprise Queensland, Submission to the Inquiry, published May 2024, p 5; The Arnhem Land Progress 
Aboriginal Corporation, Submission to the Inquiry, published June 2024, p 6. 


122 Community Enterprise Queensland, Submission to the Inquiry, published May 2024, p 5. 


123 The Arnhem Land Progress Aboriginal Corporation, Submission to the Inquiry, published June 2024, p 6. 


124 Australian Meat Industry Council, Submission to the Inquiry, published May 2024, pp 6-10; Australian Dairy Products 
Federation, Submission to the Inquiry, published May 2024, p 6. 
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ACCC’s Electricity Inquiry found that the median electricity bills of small business customers 
decreased by 9% in the year to the third quarter of 2023 across South Australia, Victoria, 
New South Wales and Southeast Queensland combined, driven by decreases in usage. '2° 


Figure 5.5: Businesses’ key operating costs have increased in the past 5 years 


Inflation in automotive fuels, electricity and wages between March quarter 2019 and 
June quarter 2024 


a) Automotive fuels and electricity inflation, 
index numbers 


b) Automotive fuels and electricity inflation, 
annual % change 
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Source: ABS Consumer Price Indexes, Australia, June Quarter 
2024. 


c) Wage growth in manufacturing and retail 
trade industries, index numbers 


Source: ABS Consumer Price Indexes, Australia, June Quarter 
2024. 


d) Wage growth in manufacturing and retail 
trade industries, annual % change 
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Note: Indexes re-based to March quarter 2019. 


125 ACCC, Inquiry into the National Electricity Market: June 2024 Report, 3 June 2024, p 2. 
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Given interest rates represent the cost of borrowing for businesses, higher interest rates 
typically increase the operating costs for grocery producers, manufacturers and 
supermarkets. '7¢ In recent years, Australia has experienced a high and rising interest rate 
environment, as the reserve bank’s cash rate target increased from 0.1% in April 2022 to 
4.35% in November 2023.177 


AUSVEG submits the increase in interest rates and poor produce returns in recent years has 
increased growers’ debt, contributing to the ‘current lack of viability within the industry’. '7° 
Similarly, NSW Farmers submits that production of certain agricultural products involves 
large and specialised capital requirements with long payback periods, making investments 
in new machinery difficult as banks may be unwilling to finance new capital investments 
where there are outstanding loans. '?? 


Several parties have described the challenge of rising labour costs and its impact on 
operating costs (box 5.2).'°° As shown in figure 5.5c, there has been a steady upward trend 
in the cost of labour in the manufacturing industry (of which food manufacturing is a part) 
over the last 5 years. 


There has been a sharp spike in the cost of fertiliser, fuels, and interest costs since the 
COVID-19 pandemic, although these spikes now appear to be moderating. Other input costs, 
such as electricity and water, have also increased significantly. As noted by the Australian 
Bureau of Agricultural and Resource Economics and Sciences (ABARES), ‘larger farms have 
more capacity to reduce their costs through scale, and a greater ability to invest in 


productivity-enhancing capital additions’."°" 


126 Reserve Bank of Australia, The Transmission of Monetary Policy, accessed 22 August 2024. 


127 Reserve Bank of Australia, Cash Rate Target, accessed 22 August 2024. 
128 AUSVEG, Submission to the Inquiry, published May 2024, p 5. 
129 NSW Farmers, Submission to the Inquiry, published June 2024, p 15. 


130 Woolworths, Submission to the Inquiry, published May 2024, p 43; Australian Dairy Products Federation, Submission to the 
Inquiry, published May 2024, p 6; Coles, Submission to the Inquiry, published May 2024, p 1; Australian Fresh Produce 
Alliance, Submission to the Inquiry, published May 2024, p 3. 


131 Australian Bureau of Agricultural and Resource Economics and Sciences, Snapshot of Australian Agriculture 2024, 
accessed 22 August 2024. 
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Figure 5.6: Primary producer input costs have increased post-COVID 


Selected farm costs between 2008-09 and 2022-23 


—_—Fertiliser o==—=-Chemicals ====Water <——<=Insurance 


Note: ‘s’ denotes estimated figure. Data in this figure was collected through the ABARES Australian Agricultural and Grazing 
Industries Survey, which captures economic performance of broadacre farms. 132 


Source: ABARES.!133 


Figure 5.5d shows year on year wages in the manufacturing industry, which includes food 
manufacturing, grew from 1.5% in December 2020 quarter to 4.4% in the September 2023 
quarter. The general retail trade industry, including supermarkets, saw an increase in annual 
wage inflation from 0.7% in the September 2020 quarter to 4.4% in September 2023 quarter. 
This wage growth has remained at historical highs in recent quarters (figure 5.5d). 


Some suppliers, at the roundtables held by the ACCC, raised concerns regarding increases to 
the minimum wage that came into effect in July 2024 and the substantial impact on their 
costs.'*4 Some participants expressed the supermarkets were often not prepared to pay 
increased wholesale prices to reflect cost increases.'*> This is discussed further in 

chapter 9. 


Increased input or operating costs are often further compounded when supplying to remote 
communities. As an example, Community Enterprises Queensland submits ‘freight 
constitutes approximately 14.2% of cost of goods sold due to the supply chain length and 
associated costs’ of supplying to remote communities. These costs have a flow-on effect to 
the price of groceries in those communities. '°° 


132 Broadacre farms include the following Australian and New Zealand Standard Industrial Classification classes of farms: 
sheep, beef cattle, sheep-beef cattle, grain-sheep and grain-beef, rice growing and other grain growing. See Australian 
Bureau of Agricultural and Resource Economics and Sciences (ABARES), Farm survey definitions and methods: Industry 
definitions by survey, accessed 22 August 2024. 


133 ABARES, Agricultural commodities: June quarter 2024 - Statistical tables, accessed 22 August 2024. 


134 Fair Work Ombudsman, 2023-2024 Annual Wage Review, 1 July 2024, accessed 22 August 2024; ACCC, Supermarkets 
Inquiry supplier roundtable summary, p 4. 


135 ACCC, Supermarkets Inquiry supplier roundtable summary, p 4; Australian Dairy Products Federation, Submission to the 
Inquiry, published May 2024, p 8. 


136 Community Enterprise Queensland, Submission to the Inquiry, published May 2024, p 9. 
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Similarly, the Arnhem Land Progress Aboriginal Corporation submits freight costs for 
supplying remote stores can vary from 9% to as high as 39% depending on the available 
modes of delivery.'%” 


Box 5.2: Submissions to the Inquiry noted large increases in 
input prices and operating costs 


Industry groups, suppliers and retailers have referred to the considerable influence of 
increasing input and operating costs on grocery prices. 


The Australian Retailers Association submits there are complex factors influencing 
costs. Supply chain dynamics have been impacted by disruptions to agricultural 
production, transportation networks and supply chain operations due to natural 
disasters. '%® 


The Australian Fresh Produce Alliance submits ‘on average, the cost of producing fruit 
and vegetables in Australia has increased by 18.9%’ between 2018-19 and 
202223 


A confidential submission states primary producers nationally have not been in profit 
for the last 12 to 18 months. It submits that primary producers have been receiving the 
same price for horticulture commodities since before the COVID-19 pandemic despite 
the increase in production inputs following the pandemic (for example, fuel, fertiliser, 
and labour costs).'4° They submit producers have been unsuccessful in passing the 
increased costs onto retailers. This submission compares examples of producers’ 
input costs and agricultural commodity net margin before and after the COVID-19 
pandemic. '*" 


The Australian Meat Industry Council submits weather and global market conditions 
determine short to medium term price changes for sheep and cattle.'42 The Council 

also notes inflated operational costs as key factors for retail price setting, including 

increased costs associated with energy, rent and insurance. '4° 


Similarly, the Australian Chicken Growers’ Council submits key inputs for chicken 
farmers such as fuels, electricity and insurances have increased between 22.6% and 
45.4% between March 2021 and September 2023.14 


The Australian Dairy Products Federation submits input costs continue to rise, labour 
costs have increased by 5%, transportation costs have increased by 19%, packaging 
costs have increased by 9%, and energy costs have increased (80% for gas and 25% 
for electricity for 2022-23).'*° 


Fruit Growers Australia submits its members are ‘frequently required to sell fruit below 
the costs of production, due to increasing costs and the inability to pass on these 
costs’.'*° This view is supported by another party who submits ‘market prices for 


The Arnhem Land Progress Aboriginal Corporation, Submission to the Inquiry, published June 2024, p 3. 
Australian Retailers Association, Submission to the Inquiry, published May 2024, p 16. 


Australian Fresh Produce Alliance, Submission to the Inquiry, published May 2024, pp 3, 15. 
Confidential Party #8, Submission to the Inquiry, published May 2024, p 9. 


Confidential Party #8, Submission to the Inquiry, published May 2024, pp 9-10. 
Australian Meat Industry Council, Submission to the Inquiry, published May 2024, p 4. 


Australian Meat Industry Council, Submission to the Inquiry, published May 2024, pp 8-9. 
Australian Chicken Growers Council, Submission to the Inquiry, published May 2024, p 7. 


Australian Dairy Products Federation, Submission to the Inquiry, published May 2024, p 6. 
Fruit Growers Victoria, Submission to the Inquiry, published May 2024, p 1. 
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horticultural agricultural commodities have been under the cost of production for over 
18 months’.'4” 


Both Coles and Woolworths have similarly reported the impacts of domestic factors, 
including natural disasters and labour shortages, on the Australian grocery market. 
Woolworths submits labour shortages worsened by the COVID-19 pandemic have 
contributed to inflationary pressures in underlying costs. '*° 


Regarding international factors, Woolworths submits ‘Ithe COVID-19 pandemic and 
geopolitical tensions have driven input cost increases... in global freight, global supply 
chains and global commodity prices such as grain, wheat, and crude oil. [In] the period 
since the start of the pandemic, [Woolworths has] experienced unexpected numbers of 
cost increase requests by packaged grocery suppliers’. '4° 


Coles submits the Australian grocery market has been affected by a rise in global 
commodity prices, shipping costs, oil prices and fertiliser prices since COVID-19.'°° It 
further notes the increasing incidence of seasonal variation and natural disasters, as 
well as supply chain disruption due to conflict, natural disasters, and labour 
shortage.'°! 


ALDI submits their pricing decisions are influenced by numerous factors, including 
inflationary pressures.'*? Although the pressures are starting to ease, freight, labour, 
and many raw ingredient commodities are still adding costs to its supply partners’ 
businesses. 1°? 


5.2. Supermarket price setting 


5.2.1. Factors considered by supermarkets in setting prices 


Supermarkets report considering a range of factors in setting prices and developing pricing 
strategies for grocery products, including for example: 


the cost price of acquiring the products'™ 
recommended retail prices suggested by suppliers!*> 


monitoring competitors’ publicly available grocery prices using technological tools, such 
as web scraping'*° 


historic sales performance!” 


financial performance of the product or category'® 


Confidential Party #8, Submission to the Inquiry, published May 2024, p 12. 
Woolworths, Submission to the Inquiry, published May 2024, p 43. 


Woolworths, Submission to the Inquiry, published May 2024, p 44. 
Coles, Submission to the Inquiry, published May 2024, p 1. 


Coles, Submission to the Inquiry, published May 2024, pp 1-2, 17. 

ALDI, Submission to the Inquiry, published May 2024, p 3. 

ALDI, Submission to the Inquiry, published May 2024, p 3. 

ALDI, Submission to the Inquiry, published May 2024, p 3; Information provided to the ACCC. 
Information provided to the ACCC. 

Information provided to the ACCC. 


Information provided to the ACCC. 
Information provided to the ACCC. 
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= customer feedback, such as a product's role in attracting and retaining customers. '°? 


Woolworths submits failure to monitor their competitors’ prices and reducing their own 
prices where they may be priced uncompetitively would lead to a loss of sales. 16 
Woolworths also noted they may seek to match or better a competitor's promotion or price 
reduction activity.'°' 


While all ALDI, Coles and Woolworths report considering similar factors in setting their 
prices, ALDI submits it focusses on offering the lowest price for the products it sells.'® 
Metcash submits its banner stores operate independently and set prices to compete with 
local competition.'© 


5.2.2. Supermarkets have indicated some prices are consistent 
nationally, whereas others vary across stores 


The ACCC is examining the price setting practices of supermarkets as a part of its Inquiry. 
We have received preliminary information from ALDI, Coles, Metcash and Woolworths and 
other interested parties regarding the pricing strategies employed by supermarkets. 


This section outlines the ACCC’s preliminary understanding of the price setting practices 
used by supermarkets from information obtained to date. We are in the process of obtaining 
further information, including detailed pricing data, as discussed in section 5.3, and will use 
this data to further assess the information already been provided to the Inquiry. 


Some retailers submit national or state-based pricing applies for most 
products 


Retailers reported they generally employ national or state-based pricing strategies with 
notable exceptions.'° 


Woolworths submits it has a national pricing strategy, and it prices ‘the vast majority of 
products at the same price across all of our supermarket stores nationally’.'° Woolworths 
submits this approach means its customers benefit from the price competition it brings 
irrespective of whether there are competing grocery stores nearby, and customers in ‘the 
vast majority of regional stores’ pay the same grocery prices as customers in metropolitan 
areas. '© 


Coles submits it introduced statewide pricing in 2010 except for fresh produce and certain 
product lines in very remote stores, it offers the same retail pricing within a state region.'*” 
Coles submits its statewide pricing ‘[ensures] that regional and metropolitan customers 

receive the same pricing offers regardless of location’.168 Coles has indicated to the ACCC 


159 Information provided to the ACCC.; ALDI, Submission to the Inquiry, published May 2024, p 3. 
160 Woolworths, Submission to the Inquiry, published May 2024, pp 34-35. 

161 Information provided to the ACCC. 

162 ALDI, Submission to the Inquiry, published May 2024, pp 1, 3. 

163 ~Metcash, Submission to the Inquiry, published May 2024, pp 4, 8. 


164 Woolworths, Submission to the Inquiry, published May 2024, p 34; Coles, Submission to the Inquiry, published May 2024, 
p 15; Information provided to the ACCC. 


165 Woolworths, Submission to the Inquiry, published May 2024, p 34. 
166 Woolworths, Submission to the Inquiry, published May 2024, p 34. 


167 Coles, Submission to the Inquiry, published May 2024, p 15. 
168 Coles, Submission to the Inquiry, published May 2024, p 15. 
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that in practice, ‘the prices for the majority of products or product categories are uniform 
nationally’.1°° 


Retailers have indicated that there are exceptions to national pricing, for example: 
= where products are marked down for clearance'”° 

= where products are subject to state-based promotional activity’”! 

= for fresh food products'”? 


= for products subject to a state or territory legislative requirements, such as beverage 
products where a state has implemented a Container Deposit Scheme”? 


= for some products at remote stores due to higher transport or freight costs to these 
areas‘ 


= for products purchased online compared with in-store” and in different format stores. 176 


Fresh food is generally priced on a state basis 


ALDI and Woolworths have indicated their fresh produce is generally priced on a state 
basis,!”” similarly to Coles as noted above. Coles and Woolworths submit that fresh produce 
is subject to often weekly wholesale pricing according to local market dynamics. '”° 


Woolworths submits fruit and vegetable pricing is set at a state level (subject to limited 
exceptions), noting diversity in sources of supply leads to differing costs across growing 
regions.'”? Similarly, Woolworths notes there are also limited state-based variations in 
seafood, as a result of differing costs.'°° 


Woolworths submits there are store specific weekly special prices known as ‘Manager's 
Special’ which may result in some pricing variances between stores.'*' Coles submits that 
the price of a very small number of items at individual stores can be reduced to match local 
competitors or marked down to clear stock close to product expiry. 182 


Many respondents to the ACCC consumer survey report purchasing lower quality food and 
reducing fresh food including meat, seafood, dairy and produce from their baskets in 
response to recent retail grocery price increases. This suggests that consumers are likely to 
be particularly responsive to price changes of fresh food products. As noted in section 5.3, 
we will examine how responsive consumer spending is to price changes and if this varies by 
product categories or characteristics. 


169 Information provided to the ACCC. 
170 Information provided to the ACCC. 
171 Information provided to the ACCC. 
172 Information provided to the ACCC. 
173 Information provided to the ACCC. 
174 Information provided to the ACCC. 
175 Information provided to the ACCC. 
176 Information provided to the ACCC. 
177 Information provided to the ACCC. 


178 Woolworths, Submission to the Inquiry, published May 2024, p 46; Coles, Submission to the Inquiry, published May 2024, 
p15. 


179 Woolworths, Submission to the Inquiry, published May 2024, pp 7, 34. 
180 Information provided to the ACCC. 
181 Information provided to the ACCC. 
182 Information provided to the ACCC. 
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For stores where freight costs are particularly high, some retailers price 
particular products differently 


Coles and Woolworths both submit certain products, particularly in some remote or regional 
stores, are exempt from their state or national pricing policies.'** For example, Coles and 
Woolworths note pricing and promotions for some products differ in remote stores where 
freight costs are particularly high. For example, Coles notes the shelf prices for some of its 
products in stores in the Northern Territory and in remote Western Australia include an 
additional freight cost.'* Woolworths considers pricing and promotions may differ for 
approximately 2% of its store network where transport costs are particularly high.'®° 
Woolworths submits it largely absorbs the cost of distributing groceries and typically runs at 
lower operating margins in these stores.'°° 


Some stores located in towns close to state/territory borders and in certain regional areas 
are allocated to operational or logistical zones in another state/territory. This may result in 
differences in pricing and promotions between these stores and other stores in that state/ 
territory. 187 


Metcash notes differences in the cost structures for the smaller and more remote Metcash 
banner stores it supplies may require higher pricing to manage business costs, and these 
differences are reflected in the maximum appropriate recommended pricing provided by 
Metcash to its banner stores.188 


Prices may differ in different store formats 


Prices for products may also differ online and in-store for those supermarkets that offer 
online shopping. For example, Coles has indicated its stores may offer additional price 
reductions to clear stock which are not available online or offer a small number of product 
discounts which are only available online.'®° Similarly, Woolworths has stated it may offer 
short term promotions for particular products when purchased online.'°° Additionally, 
Woolworths reported to the ACCC it typically sells loose fruit and vegetables on a weight 
basis in a store (for example, per kilogram), but sells these items on a per-unit basis 
online.'%! 


The larger supermarkets all have some smaller format stores, including Coles Local, 
Woolworths Metro and ALDI Corner Stores. Coles has advised retail pricing is consistent 
between Coles supermarkets and Coles Local.'®? Conversely, Woolworths has indicated 
while Metro pricing is mostly based on Woolworths supermarket prices, pricing may vary 
due to: 


= the type of Metro store 


= the Metro promotional program involving additional promotions of local product ranges 


183 Coles, Submission to the Inquiry, published May 2024, p 15; Woolworths, Submission to the Inquiry, published May 2024, 
p 34. 


184 Information provided to the ACCC. 
185 Information provided to the ACCC. 
186 Information provided to the ACCC. 
187 Information provided to the ACCC. 
188 Information provided to the ACCC. 
189 Information provided to the ACCC. 
199 Information provided to the ACCC. 
191 Information provided to the ACCC. 
192 Information provided to the ACCC. 
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= some Woolworths supermarket promotions not running in Metro stores 


= particular products pricing at a slightly different price point because they do not have the 
same demand or relevance for Metro's customer base.'%° 


We are gathering further information and will examine the price setting practices of 
supermarkets, including across different products, regions and format stores using pricing 
data in the Final Report, as discussed in section 5.3. 


5.3. ACCC to conduct further analysis on 
supermarket pricing and price setting 


As noted in section 3.3 the ACCC has an important role to play in preserving and promoting 
competition, including through market inquiries such as this one. 


Using our compulsory information gathering powers, we are obtaining data from ALDI, Coles, 
Metcash and Woolworths on the prices of individual grocery items. This will assist us in 
objectively testing some of the submissions made, including by the supermarkets, on these 
issues to date, and we will report on our findings in the Final Report. 


At this stage, we will likely examine issues such as: 

= How the price of different products has changed over time, having regard to: 
— inflation 
— pre-and post- COVID-19 time periods 


— whether prices differ across locations and regions (for example, metropolitan, 
regional or remote areas) and between larger and smaller format stores 


— changes in prices across different product categories. 

= The extent to which pricing of products is consistent across supermarkets. 

= Promotional pricing activity over time, including: 
— the frequency and estimated savings associated with supermarket promotions 
— whether it differs by regions or across product types. 


= The responsiveness of consumer spending to supermarket promotions and whether 
trends vary by product categories or characteristics. 


Supermarket price setting practices is a key issue for the next phase of this Inquiry. Please 
refer to box 1.1 for a full list of key issues. 


19. Information provided to the ACCC. 
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6. Consumer experience 


Key points 


Supermarkets use a range of pricing and promotional strategies, including ‘Everyday 
Low Pricing’, discount price promotions and non-price promotions. Preliminary 
analysis suggests these strategies play a significant role in driving supermarket sales 
and influencing consumer behaviour. 


Promotions are often a consequence of competition, providing benefits to consumers. 


Some stakeholders and consumers have expressed concern about certain aspects of 
pricing and promotional practices. These include: 


— promotional activities make it difficult for consumers to assess value 
— the difficulty of comparing prices between supermarkets 
— the impact of ‘multi-buy’ specials on consumer purchasing behaviour. 


Some stakeholders and consumers have also expressed concern about the lack of 
transparency around ‘shrinkflation’. 


The Unit Pricing Code helps consumers find the best value for money by comparing 
prices of most food, drinks, cleaning products and personal products in store. 


Some stakeholders and consumers have raised the following concerns about how 
supermarkets are applying unit pricing requirements: 


— unit pricing information is difficult to read 
— retailers using inconsistent units of measure for unit pricing. 


This chapter also considers a number of concerns raised about the Unit Pricing Code 
itself. 


Supermarkets have likely developed or increased their focus on loyalty programs since 
the ACCC last considered the supermarket industry in 2008 and loyalty programs 
in 2019. This includes with respect to the following practices: 


— member-only pricing offers 


— paid, subscription-based offerings (some of which are standalone, and some of 
which are higher ‘tiers’ of their ‘free’ loyalty programs) 


— increasing personalisation of offers and communications 
— redemption campaigns. 


We will further consider the impacts of supermarkets’ loyalty programs on consumers, 
in our Final Report. This will include whether, and to what extent certain aspects of 
loyalty programs may be impacting consumer decision making. 


Some stakeholders have raised concerns about supermarkets’ data collection 
practices. We have not formed a view on this but, generally, the ACCC’s position is that 
consumers should: 


— be adequately informed about such practices 


71 


— have genuine choice about, or control over, the collection and use of their data, 
including in relation to data being shared with third parties and the use of data in 
targeted advertising. 


= Vulnerable consumers, and particularly consumers on lower incomes, may be 
disproportionately impacted by increases in the cost of living. This chapter considers 
some practices in the supermarket industry which have led to benefits for vulnerable 
consumers, as well as some which may be having a negative impact. 


This chapter outlines the key issues and concerns identified by stakeholders relating to the 
consumer experience. It draws on submissions, the ACCC consumer survey and publicly 
available information. 


While we have not formed views about these issues, the chapter also identifies a range of 
options to address concerns, should, upon further consideration and analysis, we consider 
there is a need to do so. We welcome submissions on the issues identified, as well as the 
feasibility and usefulness of adopting these or other options. The key issues we will consider 
further are summarised in box 1.1. 


The chapter is structured as follows: 

= Section 6.1 discusses supermarket pricing and promotional practices. 

= Section 6.2 discusses the use of unit pricing. 

= Section 6.3 discusses the growth and impact of supermarket loyalty programs. 
= Section 6.4 discusses data and privacy concerns. 


= Section 6.5 discusses vulnerable consumers, including those on lower incomes. 


6.1. Supermarket pricing and promotional 
practices 


Pricing and promotional practices likely play a significant role in driving supermarket sales 
and influencing consumer behaviour. The ACCC consumer survey results indicate that price 
is an important consideration for consumers when deciding on which supermarket to shop 
at for their main grocery shop. 


Respondents were asked to rank up to 5 reasons why they have chosen a store as their main 
grocery store. As demonstrated by figure 6.1, ‘Value’ was the second most cited reason for 
choosing a particular grocery store for their main shop. This trend is broadly consistent 
across respondents of different income groups. 
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Figure 6.1: ‘Convenience’ and ‘Value’ are cited by many surveyed consumers as reasons for 
deciding on which supermarket to shop at for their main shop 


Factors that influence respondents’ decisions on which supermarket to go to for their main 
shop 


Convenience 

Value 

Wide range of products 

Quality of produce 

Wide range of brands 

Familiarity with store 

Ease of access/parking 

Quality of pantry items and non-perishables 
Customer loyalty program 

Opening hours 

Store characteristics 

There is no other option in my area 
Delivery options 

Accessible/easy to use website 
Reliable delivery 

Attached liquor store 

Other 


20% 40% 60% 80% 100% 
% of respondents 


>) 
aF 


m Main Factor Secondary Factor 


Source: ACCC consumer survey. 


Woolworths identified the importance of pricing and promotional practices, to both 
supermarkets and consumers, in its submission to the ACCC: 


Consumers are highly sensitive to grocery prices. Our data shows that "low price" is 
the top ranking attribute when customers are choosing food products. 
Approximately 30% of all sales in our supermarkets are purchased on a yellow ticket 
“special” promotion. 194 


Likewise, Metcash submits that: 
35% of all IGA scan retail sales are sold as part of a promotion. Approximately 10.7% 
is made up from lines [sic] part of the [Low Prices Every Day] program. 1°95 

6.1.1. Everyday Low Pricing and promotional strategies 


ALDI, Coles, Woolworths, and independent stores, such as IGA supermarkets supplied by 
Metcash, use a range of pricing and promotional strategies to attract consumers. We have 
sorted these strategies into 3 categories — ‘Everyday Low Pricing’, price promotions and non- 
price promotions. 


194 Woolworths, Submission to the Inquiry, published May 2024, p 34. 
195 Metcash, Submission to the Inquiry, published May 2024, p 9. 
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Everyday Low Pricing 


Everyday Low Pricing is a strategy whereby a supermarket marks its products as being 
priced at a consistently low price. 


Coles and Woolworths have an Everyday Low Pricing program for a subset of products,'®° 
whereas ALDI submits that its Everyday Low Pricing program applies to all products that it 
sells.'°? Metcash also has an Everyday Low Pricing program, which it runs through 
participating retailers.'%° 


Discount price promotions 


Discount price promotions involve a price being marked as discounted or lowered from 
another price. For example, a product may be marked as being “20% off”. Coles, Woolworths, 
ALDI and independent supermarkets all engage in discount price promotions to varying 
extents. 


Examples of price promotions used by Coles and Woolworths include: 


« Specials - Specials are short term promotions, typically 1 to 2 weeks in length that 
include a price reduction. Specials may include promotions where a discount is 
presented as a price reduction in dollar terms or percentage form. These also include 
half-price promotions and ‘multi-buy’ specials (discussed further in section 6.1.2). 


= Longer-term promotions — Longer-term promotions are price reductions that are in effect 
for a longer period than weekly or fortnightly specials (such as a season) and are 
marketed as more sustained discounts. An example is the Coles ‘Down Down’ price 
reduction promotion. 


= Member-only pricing - Member-only pricing involves price reductions that are only 
available to supermarket loyalty program members. An example is ‘Member Prices’, 
which Woolworths offers to Everyday Rewards members. 


= Clearances and markdowns - Clearances are promotions where items are heavily 
discounted and reduced to clear stock. Markdowns (also sometimes referred to as 
‘Quick Sale’) typically apply to fresh produce, where items are heavily discounted as they 
approach their expiry date. 


ALDI submits: 


ALDI also does not offer price mark ups and discounts, otherwise known as high low 
pricing. While there may be some seasonal variation in relation to fresh produce, our 
commitment to customers is to offer everyday low prices. This allows our customers 
to shop with confidence and consistency.'°° 


However, ALDI offers ‘Super Savers’ promotions on a limited number of products each week 
or fortnight. These promotions are marketed by ALDI as ‘even better value on our already 
low-priced products’.2°° Additionally, ALDI promotes items on ‘Price Reductions’, which are 


196 Coles, Submission to the Inquiry, published May 2024, p 23; Woolworths, Submission to the Inquiry, published May 2024, 
p13. 


197 ALDI, Submission to the Inquiry, published May 2024, pp 1-2. 

198 Metcash, Submission to the Inquiry, published May 2024, p 9; See IGA, Low Prices Every Day, accessed 22 August 2024. 
199 ALDI, Submission to the Inquiry, published May 2024, p 2. 

200 See ALDI, ALDI Super Savers, accessed 22 August 2024. 


74 


described by ALDI as a permanent discount to make ‘an already low ALDI price’ even 
lower.2°! 


Metcash banner stores offer a range of price promotions, including specials and price 
reductions only available to IGA Rewards members at participating IGA supermarkets.7°7 


Metcash also offers a Price Match program, which allows IGA supermarkets to offer 
consumers the lowest regular shelf price of certain comparable products sold at Coles and 
Woolworths.2°? Small IGA stores can match the prices of around 200 products, medium IGA 
stores can match the prices of around 600 products and larger IGA stores can match the 
prices of over 1,200 products.*"4 To operate this program, Metcash monitors competitor 
pricing and makes rebate payments to IGA supermarkets to support the price reductions.?°° 


Non-price promotions 


Non-price promotions involve a benefit or reward for the consumer if they purchase a certain 
product or products, but do not involve a price discount. The promotion may include the 
offer of redeemable loyalty points, collectible items, or access to a limited or exclusive 
product. 


Examples of non-price promotions include: 


= Loyalty program promotions that offer bonus points or entry into competition draws 
(such as Flybuys through Coles, Everyday Rewards through Woolworths, and IGA 
Rewards through IGA). Loyalty programs are discussed further in section 6.3. 


= Redemption campaigns, where consumers receive free items — typically collectible items 
- if they satisfy certain purchase criteria (for example, the ‘Coles Super Hero Builders’ 
campaign). Redemption campaigns are discussed further in section 6.3.4. 


= Seasonal or event-specific promotions — such as promotions around Easter, Christmas 
or school holidays that offer limited or exclusive items during a specific time period 


=" Special promotions on limited-time items, including non-grocery items to attract 
customers into the store (for example, ALDI’s Special Buys and Coles’ Best Buys at 
participating stores) but do not otherwise offer any price reductions for consumers 


« Items marketed as ‘Limited Time Only’ or ‘While Stocks Last’, where the items are not 
discounted in any way. 


6.1.2. How pricing and promotional practices affect consumers 


We are considering the potential consumer benefits and detriments of supermarket pricing 
and promotional practices. 


Everyday Low Pricing, discount price promotions and non-price promotions may benefit 
consumers by allowing consumers to purchase products at a reduced price, or otherwise 
offer consumers some other form of non-price benefit. 


201 See ALDI, Our low prices just got lowererererer, accessed 22 August 2024. 


202 Metcash, Submission to the Inquiry, published May 2024, pp 9-10. 
203 ~Metcash, Submission to the Inquiry, published May 2024, p 9. 


204 Metcash, Submission to the Inquiry, published May 2024, p 9. 
205 ~Metcash, Submission to the Inquiry, published May 2024, p 9. 
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For example, Coles lists specials and promotions as examples of ways it delivers value to 
consumers, despite rising costs of doing business.?°° Likewise, Woolworths submits it is 
constantly evolving and implementing attractive pricing and promotional offerings to ensure 
its customers get access to low prices and greater everyday value.?°” 


While promotions may benefit consumers, they may also impact consumer experience and 
influence purchasing behaviour in less positive ways. 


Based on consumer survey results and submissions we received, the ACCC has identified a 
number of potential issues relating to supermarket pricing and promotional practices. These 
include: 


= promotional activities may make it difficult for consumers to assess value 
« difficulty comparing prices between supermarkets 


= the impact of 'multi-buy' specials on consumer purchasing behaviour. 


Some stakeholders have also expressed concern about the lack of transparency around 
‘shrinkflation’. This could result in consumers unknowingly paying a high unit price and 
receiving less volume of product than they expect. 


As noted in section 5.3, we are obtaining data from ALDI, Coles, Metcash and Woolworths 
through its compulsory information gathering powers. We will assess promotional patterns 
and the impacts of promotions on consumer purchasing behaviour for the Final Report. 


Promotional activities may make it difficult for consumers to assess 
value 


Promotions can benefit consumers, as they typically provide access to goods at a lower 
than usual price. As some Australians struggle with cost-of-living pressures, promotions 
may have become an increasingly important means by which consumers purchase goods at 
a more affordable price.??8 


From a business perspective, promotions can play a role in attracting new customers, 
encouraging loyalty and repeat customers, and managing excess stock.?°? 


However, some stakeholders have expressed concerns that consumers may be confused by 
some supermarket promotions. 


CHOICE submits that, according to a survey it conducted, many consumers are confused by 
the promotional labels and terms used by ‘major supermarkets’. Its research suggested 1 in 
4 people did not know whether a supermarket promotional label represented a discount on 
the usual price.?'° 


CHOICE further submits the promotional labels used by supermarkets often omit important 
contextual information, such as the previous price of products or the amount of the discount 
offered, therefore making it difficult for consumers to verify claims and assess value." 


206 Coles, Submission to the Inquiry, published May 2024, p 25. 
207 Woolworths, Submission to the Inquiry, published May 2024, p 13. 


208 Z Chamas et al., ‘Amid the cost-of-living crisis, many rely on discount stores and food banks to get by’, ABC News, 
14 May 2024, accessed 22 August 2024. 


20 Business Queensland, Sales promotions and discounts, 20 July 2023, accessed 22 August 2024. 
210 CHOICE, Submission to the Inquiry, published May 2024, p 4. 
211 CHOICE, Submission to the Inquiry, published May 2024, p 19. 
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Further, a study commissioned by the New Zealand Commerce Commission (NZCC) found 
that, even when promotions offer genuine savings, the presence of complex and/or multiple 
promotional mechanisms may make it harder for consumers to compare prices of products 
in store. In the NZCC’s final report for its study into the New Zealand grocery sector (NZCC 
Grocery Market Study), it stated: 


[Plarticipants were less likely to choose the offer providing the best value (ie, the 
pricing mechanism and product quantity combination that offered the greatest 
benefit) when faced with multiple pricing mechanisms, compared with when faced 
with one, simple mechanism such as a “Special”.?'2 


Similar concerns about supermarket promotional activities were reflected in responses to 
the ACCC’s consumer survey. 


Examples of these concerns include: 


= ‘I'm not able to trust “specials” now as the price on special is often higher than the 
previous normal price’. 


= ‘[T]he prices fluctuate so much it’s hard to keep track of whether it’s really on special or if 
the price was hiked up to be dropped for a “special”. 


= ‘So many ticket types and half of them seem meaningless’. 


Information explaining what promotions mean is often not available to consumers. Other 
than Woolworths, which has published a webpage containing information about its 
promotions,”'? the ACCC is not aware of other publicly available guidance about 
supermarket promotions. 


Stakeholders also raised specific concerns about ‘was/now’ pricing practices. CHOICE 
submits supermarkets may make ‘was/now’ pricing claims in which they select ‘a point in 
time many years ago when the price of the product was artificially high for only a short 
period of time and ignore other fluctuations in price since then — including potentially 
ignoring points in time when the product was cheaper than the current ‘Now’ price’.2"4 


Similarly, the Queensland Consumer Association submits the ‘was’ price of a promotional 
product is not always clear and there should be parameters around how far back in time a 
represented ‘was’ price may be.”'* Was/now pricing representations are considered further 
below. 


A separate but related concern is that without strict internal controls in place, there is a risk 
that supermarket behaviour may deviate from the information they are providing to 
consumers. 


For example, in December 2023, following ACCC engagement arising from a complaint by 
CHOICE, Coles acknowledged that it had raised the price of 20 products, even though it had 
promised that the price of those products would remain ‘locked’ for a certain period of 
time.2'° Coles offered full purchase price refunds to consumers it could identify as having 
purchased the products. 


212 NZCC, NZCC Grocery Market Study Final Report, 8 March 2022, p 284. 

213 Woolworths, Helpful facts about our supermarket specials, tickets and promotions, accessed 22 August 2024. 
214 CHOICE, Submission to the Inquiry, published May 2024, p 22. 

215 Queensland Consumers Association, Submission to the Inquiry, published May 2024, p 3. 


216 CHOICE staff, ‘Coles caught red-handed raising ‘locked’ prices’, CHOICE, 10 December 2023, accessed 22 August 2024; 
Coles, Submission to the Inquiry, published May 2024, p 2. 
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Options to address concerns about promotional activities 


We are considering a range of options to alleviate concerns about promotional activities by 
supermarkets. 


These options vary in the extent to which they place the onus on supermarkets to ensure 
that promotions are clear, as opposed to consumers needing to access and assess further 
clarifying information. There are challenges associated with placing more onus on 
consumers to assess promotional claims which we discuss below. 


The options we present in this chapter are indicative only and are based on information 
available to us at present, including from submissions. We have not formed any views on the 
merit of these options. 


We welcome submissions on the feasibility and likely impact of these options. These 
options and other options outlined throughout this chapter are included in the list of key 
issues in the Executive Summary. 


Option 1 - Supplementing the ACCC’s Advertising and Selling Guide 


The ACCC could supplement its guidance material. This may provide businesses with 
additional clarity about displayed prices, including the use of 2-price comparison advertising 
(which includes 'was/now’ pricing) in the specific context of fast-moving consumer goods, 
such as groceries.”"” 


Coles identified this option in its submissions: 


The guidelines do not provide any detailed guidance on what a reasonable period is 
and much of the case law in this area relates to occasional purchases such as 
furniture and jewellery, which have limited relevance in the grocery sector which 
involves fast moving consumer goods ... Coles submits that both competition and 
consumer outcomes in grocery could be enhanced by the ACCC publishing more 
detailed guidance in this area.?'° 


The Advertising and Selling Guide contains guidance for businesses about 2-price 
comparison advertising.2'? However, this guidance was designed to apply to a broad range 
of businesses and products and settings and it emphasises the need to consider the 
particular context of the advertising. 


Option 2 - Require supermarkets to publish information about their promotions 


Another option would be to require supermarkets of a certain size to publish more detailed 
information on their websites about the internal rules governing different promotional 
strategies. This may help consumers more reliably assess the claims supermarkets make. 


Supermarkets could also provide this information to consumers in stores. For example, 
supermarkets could include a QR code alongside promotional claims, which would direct 
consumers detailed information about the promotion. 


217 See ACCC, Advertising and selling guide, 5 July 2021, pp 25-26. 
218 Coles, Submission to the Inquiry, published May 2024, p 33. 
219 ACCC, Advertising and selling guide, 5 July 2021, pp 25-26. 
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However, there are potential disadvantages in requiring supermarkets to publish information 
about their promotions on websites and through QR codes. For example: 


= |t may be unrealistic to expect consumers to take additional steps to seek out further 
clarifying information, particularly in situations such as grocery shopping where 
consumers may be time constrained. This is supported by research conducted by the 
Behavioural Economics Team of the Australian Government.2”° The findings from this 
research suggest that many consumers may not use a QR code with information about 
supermarket promotions, even if it is available to them. 


= There is a risk that such a requirement may create an incorrect impression that the onus 
is on consumers to assess the veracity of promotional claims. It is important to note that 
supermarkets have a legal obligation to ensure that pricing and promotional 
representations made to consumers are accurate and not misleading. 


= Such measures will likely benefit certain cohorts of consumers more than others. For 
example, consumers who are time-poor, have low English literacy or who do not have a 
smartphone are less likely to benefit from QR codes or webpages with detailed 
information about supermarket promotions. 


Option 3 - Regulate pricing representations 


Law reform by the Australian Government could be considered to regulate pricing and 
promotional representations. 


CHOICE submits this reform could take the form of an information standard mandating how 
pricing and promotional information must be displayed, which could include: 


= a requirement that clear prices be displayed on all products sold by supermarkets online 
and in-store 


= standardisation and rationalisation of promotional terms 


= a requirement that supermarkets must provide relevant contextual information when 
making a price discount representation, such as the most recent previous price of the 
product, as well as the specific dollar and percentage discount being offered 


= specific requirements around ‘was/now/ pricing claims.??! 


In overseas jurisdictions, governments have taken varying approaches to the use of 
‘was/now’ pricing claims. Box 6.1 and 6.2 provides 2 such examples. The European Union 
has adopted a prescriptive, regulatory approach, providing rules around what traders may 
use as the ‘was’ price. By contrast the UK has moved away from a fixed time period and 
adopted non -binding guidance for traders, which is more principles-based. 


If regulation governing pricing and promotional practices is considered, consultation would 
be necessary to determine the form and content of such regulation, and its usefulness in the 
Australian context. 


220 The research considered consumer comprehension of energy bills, including whether energy bills are a useful tool to 
assist consumers to engage in the energy market to find the most suitable plan. As part of the study, the researchers 
provided participants with a prominent link prompting participants to view the Australian Government's energy price 
comparison website, Energy Made Easy, but found that only 2% of participants clicked on the link. See Behavioural 
Economics Team of the Australian Government, Electricity information to fit the bill: Report, 14 December 2018, p 16. 


221 CHOICE, Submission to the Inquiry, published May 2024, pp 23-24. 
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Box 6.1: Case study — ‘Was/now’ pricing guidance in the 
European Union 


The European Union has adopted a directive that applies to announcements of price 
reductions (Article 6a of the Price Indication Directive). 


On 17 December 2021, the European Commission adopted a Commission Notice on the 
interpretation and application of Article 6a.??? This guidance states that the "prior price” 
must be the lowest price applied by the trader during a period of time no less than 30 days 
prior to the commencement of the promotion. 


Specifically, Article 6a of the European Commission Price Indication Directive states 

(emphasis in bold): 

= ‘Any announcement of a price reduction shall indicate the prior price applied by the 
trader for a determined period of time prior to the application of the price reduction’. 


« ‘The prior price means the lowest price applied by the trader during a period of time 
not shorter than 30 days prior to the application of the price reduction’. 


Article 6a seeks to provide consumers with greater certainty by mandating that any 
represented ‘was’ price must be the lowest price that the product was sold at during the 
(at minimum) 30-day period prior to the commencement of the promotion. 


The directive does not prohibit traders from: 
= using a ‘prior’ price that is the lowest price for a period longer than 30 days, or 


= using a ‘prior’ price that is even lower than the lowest price in the 30 days immediately 
preceding the price reduction 


because doing so would make the represented discount appear even less attractive to 
consumers. 223 


The Commission Notice on the interpretation and application of Article 6a was adopted 
following a European Union-wide review of 560 e-commerce sites, which found that for 
over 31% of websites that offered discounts, the discounts are suspected to be not 
authentic or the calculation of the discounted price was unclear.2”4 


222 European Commission, Price indication directive, accessed 22 August 2024. 


223 European Commission, Commission Notice — guidance on the interpretation and application of Article 6a of 
Directive 98/6/EC of the European Parliament and of the Council on consumer protection in the indication of 
the prices of products offered to consumers [2021] Official Journal of the European Union C 526/130. 


224 European Commission, Online shopping: Commission and consumer protection authorities call for clear information, 
22 February 2019, accessed 22 August 2024. 


80 


Box 6.2 Case study — ‘Was/now’ pricing guidance in the 
United Kingdom 


The UK’s Consumer Protection from Unfair Trading Regulations 2008 (the CPRs) prohibit 
traders from engaging in unfair commercial practices with consumers. The CPRs prohibit 
pricing practices that are false or misleading, such that the average consumer might take 
a different transactional decision. A pricing practice may be unfair if it, or its overall 
presentation, is likely to deceive consumers, even if the information contained is factually 
correct. The CPRs also prohibit misleading omissions. 


In 2016, the Chartered Trading Standards Institute published a Guidance for Traders on 
Pricing Practices which sets out examples of pricing practices that are more or less likely 
to comply with relevant law, including in relation to the use of ‘was/now’ pricing.??° 


Although the guidance is not legally binding, regulators may refer to it when making 
enforcement decisions about a trader’s pricing practices.*7° 


It provides a non-exhaustive list of issues to be considered in determining whether a price 
reduction is genuine, including: 


= How long the product was on sale at the higher price, compared to the period for which 
the price comparison is made. A price comparison is less likely to be compliant if the 
comparison is made for a materially longer period than the period during which the 
higher price was offered.” 


= How recently the higher price was offered compared to when the price comparison is 
being made. Where a trader refers to a previous higher selling price that was charged 
many months ago, that is less likely to represent a genuine indication of the current 
value of the item.?7° 


The guidance follows previous pricing practices guidance published by the UK Department 
for Business Innovation and Skills in 2010 (the Pricing Practices Guide or PPG) and the UK 
Office of Fair Trading in 2012 (Principles on food pricing display and promotional 
practices or Principles), which were more prescriptive in nature and specify, in respect 
of issues equivalent to those set out above, that: 


= ‘[a] price used as a basis for comparison should have been [the trader's] most recent 
price available for 28 consecutive days or more’.*°° This was also known as the ’28 day 
rule’. 


= ‘[w]here a price has been marketed as a discount price for longer than the period of 
time for which the higher selling price was initially charged, retailers should generally 
consider that the value of the product is now established at the lower price and that it 
is no longer appropriate to continue to describe this as a discount’.2*' This principle 
was described as the ‘1:1 ratio’. 


225 Chartered Trading Standards Institute, Guidance for Traders on Pricing Practices, April 2018. 


226 Chartered Trading Standards Institute, Guidance for Traders on Pricing Practices, April 2018, p 1. 
227 Chartered Trading Standards Institute, Guidance for Traders on Pricing Practices, April 2018, p 16. 


228 Chartered Trading Standards Institute, Guidance for Traders on Pricing Practices, April 2018, p 16. 


229 Department for Business Innovation and Skills (UK), Pricing Practices Guide: Guidance for traders on good practice in 
giving information about prices, November 2010; Office of Fair Trading (UK), Principles on food pricing display and 
promotional practices, November 2012. 

230 Department for Business Innovation and Skills (UK), Pricing Practices Guide: Guidance for traders on good practice in 
giving information about prices, November 2010, p 9. 


231 Office of Fair Trading (UK), Principles on food pricing display and promotional practices, November 2012, p 2. 
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Which?, the UK’s independent consumer organisation raised a super-complaint with the 
Competition and Markets Authority (CMA) in April 2015. The complaint detailed concerns 
about traders using ‘was/now’ pricing to suggest an offer that was not, in fact, genuine.?32 
It also criticised the inconsistency between the '28 day rule’ contained in the PPG and the 
‘1:1 ratio’ contained in the Principles.?°? 


The CMA responded to Which?’s super-complaint in July 2015 and expressed concern that 
‘in some cases, certain retailers appeared to use reference pricing for inappropriately long 
periods of time, in particular by using ‘now’ prices for periods that significantly outlasted 
the period during which the ‘was’ price applied’.2°4 The CMA further stated that: 


Promotions that fail the 28 day and 1:1 ratio indicators can still comply with the 
CPRs, and promotions that satisfy those indicators can equally, in some 
circumstances, fail to comply with the CPRs. A broader view is required, in the 
round, to determine whether a practice has the potential to mislead, including 
consideration of the information given to consumers and the extent to which they 
are able (or not) to discern the genuine reference price.?°° 


The CMA recommended that the Chartered Trading Standards Institute clarify how the 
legislation should apply to certain promotional practices, including by bringing together 
the requirements set by the PPG and the Principles.” This recommendation resulted in 
the publication of the Guidance for Traders on Pricing Practices in 2016. 


Difficulty comparing prices between supermarkets 


We are considering the ease with which consumers can compare prices between 
supermarkets. 


In recent years, supermarkets have taken steps that may make pricing information more 
accessible to consumers. 


Coles and Woolworths provide pricing information on their websites and apps. ALDI 
provides pricing information about some products on its website (including products on 
promotion). There are also independent stores, such as IGA supermarkets, which provide 
location-specific prices online.?°” 


Consumers have told us they engage in price comparison behaviour both before 
shopping and during shopping 


Respondents to the ACCC consumer survey reported a higher frequency of price comparison 
activity in-store when they are shopping (figure 6.13), than before shopping. There may be 
several reasons for this. For example, it may be difficult to compare prices before shopping, 
including because the respondent does not perceive there are simple or efficient ways to do 
so. It may also be impractical for other reasons, including because it is time consuming, the 
respondent prefers a store for reasons other than price, or the respondent believes there is 
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Which?, Which? super-complaint to the Competition and Markets Authority: Misleading and opaque pricing practices in the 
grocery market, 21 April 2015, p 12. 

Which?, Which? super-complaint to the Competition and Markets Authority: Misleading and opaque pricing practices in the 
grocery market, 21 April 2015, p 14. 

CMA, Pricing Practices in the Groceries Market: Response to a super-complaint made by Which? on 21 April 2015, 

16 July 2016, p 5. 

CMA, Pricing Practices in the Groceries Market: Response to a super-complaint made by Which? on 21 April 2015, 

16 July 2016, p 37. 

CMA, Pricing Practices in the Groceries Market: Response to a super-complaint made by Which? on 21 April 2015, 

16 July 2016, p 53. 

Metcash, Submission to the Inquiry, published May 2024, p 12. 
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limited price competition between stores. We are still considering the extent to which there 
is price similarity between Coles and Woolworths in particular, and whether any such price 
similarity is a result of effective competition or muted competition. This is discussed further 
in section 7.4. 


However, as outlined in section 7.2.5, it appears that consumers today are comparing prices 
before shopping more often than they were at the time of the 2008 Grocery Inquiry. In 2024, 
in response to a question about how often they check or compare the prices of stores in 
their area before going grocery shopping, 25% of respondents to the ACCC consumer survey 
indicated that they ‘always’ compare the price of grocery items before they shop, and a 
further 22% said they do so ‘most times’. Respondents on lower incomes are more likely to 
compare prices before their shop than respondents with higher incomes (figure 6.2). In 
contrast, according to an ACCC consumer survey conducted in 2008, only 17% of 
respondents reported that they ‘always’ compare grocery prices between supermarkets 
before buying groceries.?°° 


For respondents who indicated they compare prices of stores in their area before they shop, 
‘online’ is the most common means by which they do so (figure 6.3). 


Figure 6.2: Surveyed consumers on lower weekly household incomes are more likely to 
compare prices before their shop than those with higher incomes 
Frequency of price comparison before grocery shopping by broad income group 


More than $2,000 


Between $1,000 and less than $2,000 


Less than $1,000 


0% 20% 40% 60% 80% 100% 
% of respondents 


m Always mMosttimes mSometimes mVery occasionally m Never 


Source: ACCC consumer survey. 


238 ACCC, Grocery Inquiry Final Report, 5 August 2008, p 76. 
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Figure 6.3: Surveyed consumers who compare prices before they shop are more likely to 
do so online 


Price comparison frequency and method before grocery shopping 


Very occasionally Na a 
Sometimes | a 
Most times | a 

Ay es 


0% 20% 40% 60% 80% 100% 
% of respondents 


m Online before | shop mln store m Using a catalogue or brochure 


m Advertisements (print/online) m Advertisements (TV/radio) m Other 


Source: ACCC consumer survey. 
Several factors may influence the ease of online price comparison 


Consumers’ ability to rely on online sources is dependent on several factors, including: 


= Whether grocery pricing information is available online — both Coles and Woolworths 
publish grocery prices online. ALDI does not currently offer online shopping and only 
publishes the price of certain products in its range on its website. 


The Queensland Consumers Association has expressed concern about the limited 
availability of pricing information (including information about unit pricing) on the 
websites of large supermarkets. It notes that the limited availability of information 
reduces price transparency for consumers and restricts price comparison websites’ 
ability to obtain data and enable consumers to compare prices between 
supermarkets.?°? 


= Whether online pricing information is consistent with pricing in physical stores — pricing 
inconsistencies between physical stores and the online environment means that 
consumers may pay a different price to what they expect if they check prices online 
before purchasing goods in a physical store. 


For example, Woolworths sells loose fruits and vegetables on a per unit basis on its 
online store, even though such items are usually sold on a weight basis when purchased 
in store.**° Additionally, both Coles and Woolworths offer online-only promotions that are 
only available on their websites and apps. Further information about online and in-store 
pricing is set out in chapter 5 of this report. 


= The ease of comparing multiple products across 2 or more websites — it could be 
difficult or time-consuming for consumers to compare the price of many products across 
different websites. The ease of price comparison may also be influenced by a 
supermarket’'s adherence to the Unit Pricing Code of Conduct, and whether consistent 
units of measurement are used by different supermarkets. As discussed further in 


239 Queensland Consumers Association, Submission to the Inquiry, published May 2024, p 2. 
240 Information provided to the ACCC. 
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section 6.5.1, there may be scope for unit pricing to play a greater role in assisting 
consumers to compare prices between different retailers, rather than just between 
different brands of products within a single store. 


= Whether online grocery pricing information can be accessed by price comparison 
websites or apps — although consumer demand-driven tools such as price comparison 
websites and apps have been developed in recent years, the accuracy of such tools is 
dependent on developers’ ability to access online pricing information.?® This is 
discussed further below. 


Our preliminary view is that increased access to pricing information, both online and through 
price comparison tools, may improve consumers’ ability to make meaningful comparisons 
between supermarket prices, both when they are preparing for their shop and when they are 
already inside a store. 


There are price comparison tools available 


In 2008, the ACCC launched a supermarket price comparison website called 
‘GROCERYchoice’ shortly following the release of its 2008 Grocery Inquiry report.”42 The 
website originally aimed to provide a ‘monthly snapshot’ of grocery prices across 61 regions, 
but was discontinued in 2009.78 


Similarly in 2023, the Austrian Government announced plans to set up an online grocery 
price database to help consumers find affordable groceries. However, in the meantime, 
several individual developers, acting on their own initiative, launched price comparison 
websites. As a result, and due to the time it would take to develop the government platform, 
the Austrian Government discontinued its plan in favour of reforms to support these non- 
governmental price comparison initiatives.2“ 


As noted above, from 2024 the Australian Government has provided funding to CHOICE to 
conduct surveys of supermarket prices across Australia through mystery shoppers and to 
provide quarterly reports on those survey results. The survey results are based on 14 grocery 
items sold in 27 locations across Australia and compare the price of supermarkets within 5 
km of each other.?*° 


Examples of grocery price comparison websites and apps that currently operate in Australia 
and compare the price of Coles and Woolworths grocery products include: 


= Grocerize (website)**° 
" UpUp (app)**” 

= WiseList (app)? 

= Frugl Grocery (app).?*° 


241 See UpUp, Submission to the Inquiry, published May 2024, p 5. 


242 Parliament of Australia, Economics References Committee Inquiry into the GROCERYchoice Website Report, 
18 November 2009, p 17. 


243 § Lane, ‘Govt pulls plug on Grocery Choice website’, ABC News, 26 June 2009, accessed 22 August 2024. 


244 AF Amores et al., The Effects of Price Comparison Websites: Evidence from Austrian Food Retail, European Commission, 
2024. 


245 M Rafferty, ‘How we survey supermarket grocery prices’, CHOICE, 20 June 2024, accessed 22 August 2024. 


246 Grocerize, Grocerize, accessed 22 August 2024. 


247 Apple, UpUp, accessed 22 August 2024. 
248 WiseList, WiseList, accessed 22 August 2024. 
24 Frugl, Lower Prices & Healthier Options, accessed 22 August 2024. 
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These price comparison websites and apps vary in functionality, and the numbers of 
supermarkets and products captured. However, it appears only some of the websites and 
apps allow grocery price searches configured to the users local area. 


Possible benefits and detriments of price comparison services 


Price comparison websites and apps may make price comparison activity easier, including 
by enabling users to compare prices across retailers by inputting a grocery list into one 
service, rather than having to check multiple websites. 


Australian price comparison app developer UpUp submits that: 


[T]echnology can be used to level the playing field for consumers, by giving them 
access to tools powered by the same innovations that big supermarkets employ 
(such as Al and big data analytics) that helps them stay more informed and reduce 
friction in discovering the lowest prices.?°° 


One criticism of price comparison initiatives is that they may make it easier for retailers to 
monitor each other's prices and could therefore facilitate price coordination.°' However, the 
NZCC recently considered the merits of price comparison websites in the context of grocery 
pricing and observed that: 


[T]he additional risk of coordination associated with the use of price comparison 
websites in the retail grocery sector is likely to be low. This is in part because a high 
degree of price monitoring is already undertaken by firms and pricing is already 
publicly available, often online.2°2 


This observation aligns with the ACCC’s understanding of the Australian grocery sector. For 
example, Woolworths submits it regularly monitors competitor pricing and adjusts its prices 
accordingly.2°? Metcash monitors competitor pricing as part of its Price Match program.?%4 


It is likely that price comparison technologies will benefit some consumers more than 
others. For example, they are more likely to benefit consumers with time available to engage 
in pre-shopping price comparison, as well as those who have the time and alternative store 
options available to shop around different stores to achieve better value. 


Options to address concerns about comparing prices between supermarkets 


Our preliminary view is that despite some limitations, price comparison websites and apps 
may make price comparison quicker, easier and more effective for consumers. We will 
further consider whether there may be merit in adopting approaches to support these 
technologies. These may include: 


= Requiring large supermarkets to ensure that publicly-available pricing information can be 
accessed and used by price comparison websites — this would require large 
supermarkets to ensure that web scraping technologies used by price comparison 
websites and apps are not blocked from accessing pricing information. 


= Requiring large supermarkets to make pricing information available to price comparison 
websites — this would require large supermarkets such as ALDI, which does not currently 


250 UpUp, Submission to the Inquiry, published May 2024, p 2. 


251 NZCC, NZCC Grocery Market Study Final Report, 8 March 2022, p 293; AF Amores et al., The Effects of Price Comparison 
Websites: Evidence from Austrian Food Retail, European Commission, 2024, p 2. 


252 NZCC, NZCC Grocery Market Study Final Report, 8 March 2022, p 293. 
253 Woolworths, Submission to the Inquiry, published May 2024, p 7. 
254 ~Metcash, Submission to the Inquiry, published May 2024, p 9. 


86 


publish pricing information for its entire product range, to make its pricing information 
publicly available on its website or via another mechanism such as an application 
programming interface. 


Impact of ‘multi-buy’ specials on consumer purchasing behaviour 


Multi-buy specials are a type of price promotion whereby consumers may access a discount 
if they purchase 2 or more items. The 2 items do not necessarily have to be the same item. 
Supermarkets may offer multi-buy specials where consumers select 2 or more items from 
the same product line (for example, 2 chocolate blocks from the same brand) or the same 
product category. 


Multi-buy specials provide a benefit to consumers by allowing them to purchase goods at a 
cheaper price per item. In particular, some consumers may be able to frontload purchases of 
products they would have ultimately purchased anyway to obtain a lower price. However, 
some stakeholders have raised concerns about the influence of multi-buy specials on 
consumer purchasing behaviour. 


According to the Foundation for Alcohol Research and Education, multi-buy specials are 
problematic because they encourage consumers to spend more money.?°° It supports the 
introduction of an unfair trading practices provision and submits that multi-buy specials (and 
other promotions that encourage bulk buying) should be captured under such a regime.?°° 


CHOICE submits that although multi-buy specials may be beneficial to consumers with 
bigger families or consumers with more storage space, they may cause consumers to 
purchase more items than they need.?™ CHOICE recommends banning multi-buy specials on 
essential goods.?°° 


Some consumers have expressed similar concerns in response to the ACCC consumer 
survey: 


= ‘My husband and | don’t need to buy twice the quantity as we don’t have anywhere to 
store the extra items. Therefore these offers only benefit families not pensioners’. 


= '[M]ulti buys are annoying. You don’t always want 2 or more of something, just reduce the 
unit price’. 

= ‘Multi buy should be stopped - it’s nothing but a trick to fleece customers of more 
money — especially when the savings are minimal’. 


Research commissioned by the NZCC found multi-buy offers caused the greatest loss in 
consumer welfare for participants, compared to when they were presented with no 
discount.?™ The research also found consumers are 85% less likely to make an optimal 
choice when presented with a multi-buy deal.?©° 


The ACCC may consider this issue further in the Final Report. 


255 Foundation for Alcohol Research and Education, Submission to the Inquiry, published May 2024, p 13. 

256 Foundation for Alcohol Research and Education, Submission to the Inquiry, published May 2024, pp 13-14. 
257 CHOICE, Submission to the Inquiry, published May 2024, p 24. 

258 CHOICE, Submission to the Inquiry, published May 2024, p 25. 

259 NZCC, NZCC Grocery Market Study Final Report, 8 March 2022, p 289. 

260 ~NZCC, NZCC Grocery Market Study Final Report, 8 March 2022, p 285. 
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‘Shrinkflation’ 


‘Shrinkflation’ arises where a product has been reduced in size but its price remains the 
same, or in some cases, increases.”°' We have heard concerns from consumers and 
stakeholders about a lack of transparency around shrinkflation. 


Product size changes may occur due to a decision by a supplier or manufacturer, meaning 
they may not always be within the control of supermarkets. However, CHOICE has observed 
that shrinkflation also occurs in the context of supermarket-branded goods, such as cakes 
produced by Woolworths.?° 


While product size changes are not in themselves problematic, many consumers have raised 
concerns about the lack of transparency around shrinkflation in response to the ACCC 
consumer survey. Examples of comments include: 


" ‘Shrinkflation is happening with every product. The packaging is being redesigned to look 
the same but if you look closer it’s actually smaller — so you get less — [but] you’re paying 
more to get less — it’s downright criminal and fraudulent the way they are disguising this 
and not being transparent about it’. 


« ‘Shrinkage. Lots of products are getting smaller - smaller chocolates, less chips in a chip 
packet but the price remains the same. It is very clever deception!’ 


= ‘| do wish they would volunteer the names or flag the products [that have] shrunk. It 
would enable customer confidence in their veracity’. 


=" ‘Supermarkets should have to announce shrinkflation with advance notice of a minimum 
of one month to allow consumers to consider options’. 


Consumer representative bodies have likewise expressed concern about the rise in 
shrinkflation and the lack of transparency when it occurs.?°? 


CHOICE submits shrinkflation may be contributing to inflation as consumers are paying 
more for a given amount of a product.”** The Queensland Consumers Association is 
concerned the only way consumers become aware of shrinkflation is by knowing the 
previous price and quantity sold, and the new price and quantity sold.?°° 


In overseas jurisdictions, the Canadian Competition Bureau (CCB) has noted that in Canada 
‘shrinkflation, in and of itself, is not illegal. Manufacturers and retailers are allowed to sell 
their products in the quantities they want at whatever price they choose as long as they do 
not use false or misleading advertising to deceive consumers’.7°° The CCB and the 
Competition and Markets Authority have both suggested the use of unit pricing as a means 
of addressing the transparency concerns around shrinkflation by providing consumers with 
information to assess the value of goods.”°” 


261 CHOICE, Submission to the Inquiry, published May 2024, p 25. 
262 L Kennedy, ‘10 grocery items hit by shrinkflation in 2024’, CHOICE, 19 March 2024, accessed 22 August 2024. 


263 AMES Australia, Submission to the Inquiry, published May 2024, p 1; COTA Australia, Submission to the Inquiry, published 
May 2024, p 6; Dr Carina Garland MP, Submission to the Inquiry, published May 2024, p 8; Queensland Consumers 
Association, Submission to the Inquiry, published May 2024, pp 4-5; CHOICE, Submission to the Inquiry, published 
May 2024, pp 25-26. 
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Professor Oppewal and Dr Yao made a similar submission about the benefits of unit pricing 
to the ACCC, based on the results of studies they had undertaken.” According to Professor 
Oppewal and Dr Yao, their research findings indicate consumers strongly value and benefit 
from the presence of unit pricing. They submit consumers would benefit from a further 
strengthening of unit pricing regulations and increased consumer education regarding unit 
prices.7©° 


Unit pricing is discussed in detail in section 6.2. However, in summary, we consider unit 
pricing may have a limited effect on transparency around shrinkflation. Consumers who 
regularly purchase the same goods may be less likely to always compare unit pricing to 
determine which product to purchase by taking into account of the new, higher, unit price of 
a product impacted by shrinkflation. 


Options to address concerns about shrinkflation 


Both CHOICE and the Queensland Consumers Association submit that a solution may be to 
adopt the approach taken in Europe (box 6.3). There, supermarkets must notify consumers 
in store when the package size for a product has changed.?”° 


Box 6.3: Case study — Legal reforms in France and Europe to 
address shrinkflation 


In September 2023, French supermarket Carrefour began putting stickers on its shelves to 
inform consumers about products subject to ‘shrinkflation’.2”' 


On 19 April 2024, the French Government announced that from 1 July 2024, medium to 
large grocery retailers would be required to display information about changes in quantity 
when a product become smaller but the price remains the same or increases.””? The 
signage must be visible on store shelves for 2 months, and include information about the 
price per unit. The requirement applies to a range of goods, including food and household 
items but excludes unpackaged food items and bulk goods. 


France has also submitted a proposal to expand such requirements to grocery retailers 
across the European Union.?”? The European Union is currently reviewing rules about food 
labelling and is expected to complete the review process by 2026.74 


The ACCC may consider this further for the Final Report. 


268 Prof H Oppewal and Dr J Yao, Submission to the Inquiry, published May 2024, pp 1-2. 
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6.2. Unit pricing 

This section considers the purpose of unit pricing, how unit pricing is mandated and how 
supermarkets apply it. In particular, this section discusses: 

=" background to unit pricing 

=" benefits of unit pricing 

= concerns about how supermarkets apply unit pricing 

= overseas experience 


= options to address concerns about unit pricing. 


6.2.1. Background to unit pricing 


Unit pricing is the practice of displaying the price by unit of measure (for example, per litre or 
kilogram) along with the total sale price for each item.?” It is a comparison tool which 
allows shoppers to easily compare prices between different brands and product sizes based 
on weight, volume or unit for most food, drinks, cleaning and personal products sold by 
certain grocery retailers.””° 


In the 2008 Grocery Inquiry, the ACCC advocated for the introduction of a mandatory unit 
pricing regime.?”” The 2008 Grocery Inquiry recommended that unit pricing should be applied 
in a consistent manner to standard grocery items sold through significant supermarkets.?”° 


Following the 2008 Grocery Inquiry, the Retail Grocery Industry (Unit Pricing) Code of 
Conduct (the Unit Pricing Code) came into effect on 1 July 2009.2” 


The Unit Pricing Code is a mandatory industry code of conduct prescribed under the 
Competition and Consumer Act 2010 (Cth) (the Act). The ACCC is the regulator responsible 
for compliance and enforcement of the Unit Pricing Code. The ACCC has also published a 
guide for grocery retailers on unit pricing. 


275 ACCC, Grocery Inquiry Final Report, 5 August 2008, p 445. 

276 Treasury, Grocery Unit Pricing Code Review: Initial consultation, 28 February 2019. 

277 ACCC, Grocery Inquiry Final Report, 5 August 2008, p 453. 

278 ACCC, Grocery Inquiry Final Report, 5 August 2008, p 445. 

279 Treasury, Review of the Retail Grocery Industry (Unit Pricing) Code of Conduct - Discussion Paper, November 2018, p 4. 
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Box 6.4: Key requirements of the Unit Pricing Code 


How should unit pricing information be displayed? 
Item 6 of the Unit Pricing Code mandates:?°° 


The unit price must be displayed prominently and in close proximity to the selling 
price. It must be legible and unambiguous. Within these parameters, grocery 
retailers are able to use such signs, labels, fonts and colours as they see fit. 


Unit pricing must be displayed in-store, online, as a well as in print media and internet 
advertisements.”°! 


Who must display unit pricing? 
There are 3 types of retailers captured by the Unit Pricing Code:?82 
1. Store-based grocery retailers: 
— whose retail premises are used primarily for the sale of food-based grocery items 


— have floor space greater than 1,000 square metres dedicated to the display of 
grocery items 


— sell a minimum range of food-based grocery items. 


2. Online grocery retailers that sell a minimum range of food-based grocery items using 
the internet. 


3. Participating grocery retailers. These are grocery retailers who: 
— sella minimum range of food-based grocery items 


— voluntarily choose to display unit pricing. 


The Australian Government conducted a review of the Unit Pricing Code which commenced 
in November 2018 (Unit Pricing Code Review). The review found that the Unit Pricing Code 
was operating efficiently and effectively in line with its primary objective of empowering 
consumers to make informed decisions about grocery purchases through greater price 
transparency. Following the review, in July 2021 the Unit Pricing Code was remade without 
significant changes.7®° 


6.2.2. Benefits of unit pricing 


Unit pricing assists consumers by improving the pricing information available to them, which 
makes it easier to compare products.”*4 Consumers report unit pricing to be useful.7°° 


In the 2008 Grocery Inquiry (prior to mandatory unit pricing being introduced), the ACCC 
considered that unit pricing was likely to be a highly beneficial tool for comparing prices in 


280 Competition and Consumer (Industry Codes - Unit Pricing) Regulations 2021 (Cth), Item 6. 

281 Competition and Consumer (Industry Codes — Unit Pricing) Regulations 2021 (Cth), Items 4, 12. 

282 Competition and Consumer (Industry Codes - Unit Pricing) Regulations 2021 (Cth), Item 3; ACCC, Unit pricing: A guide for 
grocery retailers, October 2021, p 2. 

283 Treasury, Grocery Unit Pricing Code Review: Review outcomes, 14 June 2021. 

284 ACCC, Grocery Inquiry Final Report, 5 August 2008, p 450. 


285 As reported in the ACCC consumer survey; M Rafferty, CHOICE survey: Shoppers use unit pricing to combat rising grocery 
bills, CHOICE, 30 January 2023, accessed 22 August 2024. 
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store between substitute products.7°° The ACCC also considered that unit pricing was likely 
to provide some assistance to consumers in comparing prices between retailers. 


We still consider a primary benefit of unit pricing is to meaningfully assist consumers with 
in-store price comparisons. This is because unit pricing allows consumers to more easily 
compare prices across different sized products and different brands of substitute products 
within a store (including online). However, we consider there may be scope for unit pricing 
can play a bigger role in assisting consumers to compare prices between retailers. This is 
discussed further below. 


In submissions in response to the Issues Paper, several stakeholders discuss the benefits of 
unit pricing. For example, the Queensland Consumers Association submits that unit prices 
increase price transparency,” and CHOICE and academics Professor Oppewal and Dr Yao 
submit that unit pricing allows consumers to compare value and make more informed 
decisions.7®° 


Professor Oppewal and Dr Yao also submit that their research shows unit pricing: 
= improves the quality of decision making 
= increases consumer satisfaction with the shopping experience 


= helps consumers detect and avoid being affected by price-size tactics, such as 
shrinkflation 


= makes consumers more price-sensitive and motivates them to select cheaper products. 


They submit unit pricing is important in offsetting the consumer behavioural impacts of 
promotional offers, noting that promotions often appeal to consumers’ emotional responses 
and stimulate impulsive decision making.”°° The Queensland Consumers Association made 
a similar submission.2”° 


Some supermarkets also recognise unit pricing is an important tool for consumers. Coles 
and Woolworths both supported the introduction of mandatory unit pricing as part of the 
2008 Grocery Inquiry. ALDI (which had already implemented unit pricing prior to the 2008 
Grocery Inquiry) submitted unit pricing was an effective way to help consumers compare 
prices to help them make an informed buying decision.?°' In response to the Issues Paper, 
Woolworths submits that it has introduced a ‘best unit price’ filter on its website and app to 
help consumers find value.2°? Coles and Woolworths’ apps and websites now allow 
consumers to search products by best or lowest unit price.?° 


When asked in the ACCC consumer survey ‘how grocery price changes have changed the 
way you shop’, a number of respondents noted they ‘carefully’ check unit pricing to assist 
them with in-store price comparison. 


286 ACCC, Grocery Inquiry Final Report, 5 August 2008, p 450. 
287 Queensland Consumers Association, Submission to the Inquiry (Unit Pricing), published May 2024, p 4. 


288 CHOICE, Submission to the Inquiry, published May 2024, p 28; Prof H Oppewal and Dr J Yao, Submission to the Inquiry, 
published May 2024, p 2. 


289 Prof H Oppewal and Dr J Yao, Submission to the Inquiry, published May 2024, p 2. 


290 Queensland Consumers Association, Submission to the Inquiry (Unit Pricing), published May 2024, p 4. 
291 ACCC, Grocery Inquiry Final Report, 5 August 2008, pp 448-449. 
292 Woolworths, Submission to the Inquiry, published May 2024, p 35. 


293 This function may require consumers to create and log into an account. See Woolworths, Submission to the Inquiry, 
published May 2024, p 35; Coles, Coles online — same, same but better!, accessed 22 August 2024; Coles, Save money & 
time with the Coles app, accessed 22 August 2024. 
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The ACCC consumer survey also asked respondents how frequently they use unit pricing 
and whether they find unit pricing ‘accurate, clear, easy to locate and easy to understand’ 
(hereafter referred to collectively as ‘effective’). 


In general, the survey results indicate a significant majority of respondents regularly use unit 
pricing: 71% of respondents reported that they ‘always’ use unit pricing and a further 

18% reported that they ‘usually’ use it. Only 1% of respondents reported ‘never’ using unit 
pricing (figure 6.4). 


Figure 6.4: Majority of surveyed consumers regularly use unit pricing 
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Source: ACCC consumer survey. 


Most respondents indicated they find unit pricing ‘usually’ or ‘sometimes’ effective. Only 10% 
of respondents consider it ‘always’ effective, while 9% find it only ‘rarely’ effective and 2% 
said they ‘never’ find unit pricing effective (figure 6.5). 


Figure 6.5: Most surveyed consumers find unit pricing ‘usually’ or ‘sometimes’ effective 
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6.2.3. Concerns about how supermarkets apply unit pricing 


Some stakeholders have raised potential concerns about the Unit Pricing Code and how 
supermarkets apply unit pricing in Australia. These include: 


= readability 
= the use of inconsistent units of measure 


= general concerns about the Unit Pricing Code. 


We discuss each of these concerns below. 


Readability 


Several submissions in response to the Issues Paper discuss the visibility of unit pricing, 
particularly noting that unit prices are not always easy to read as often supermarkets use 
small, nonbold print: 


= The Combined Pensioners and Superannuants Association of NSW submits unit pricing 
is often too small to be easily read by people with visual impairment. The placement of 
unit pricing information also presents issues for consumers who cannot easily stoop or 
stretch to see smaller labels on higher or lower shelves.??* 


= The Consumers’ Federation of Australia submits unit pricing is often difficult to notice 
and read and is often obstructed or covered up by other labels.?°° 


= The Queensland Consumers Association submits visibility is an issue even for 
consumers with normal vision, and CHOICE submits that retailers have started to use 
smaller font sizes.2°” 


= CHOICE also submits the display of unit pricing is often inconsistent across stores and 
even within stores. Different font sizes and font types are used, which can make it harder 
for consumers to notice and read.2%8 


= The Queensland Consumers Association also references a 2022 survey conducted by 
CHOICE which found difficulties reading unit pricing were substantially higher for some 
types of consumers. For example, 47% of retired users had difficulties reading unit prices 
in-store compared with 29% of non-retired users.7°° 


Some submissions are supportive of unit pricing being presented in a more noticeable and 
readable form. Some also express particular concern about the increasing use of 
electronic shelf tags, which may have less visual contrast and may reduce the visibility of 
unit pricing." 


294 Combined Pensioners and Superannuants Association of NSW, Submission to the Inquiry, published May 2024, p 9. 
295 Consumers’ Federation of Australia, Submission to the Inquiry, published May 2024, p 2. 


296 Queensland Consumers Association, Submission to the Inquiry (Unit Pricing), published May 2024, p 5. 
297 CHOICE, Submission to the Inquiry, published May 2024, p 29. 
298 CHOICE, Submission to the Inquiry, published May 2024, p 29. 
299 Queensland Consumers Association, Submission to the Inquiry (Unit Pricing), published May 2024, p 6. 


300 Prof H Oppewal and Dr J Yao, Submission to the Inquiry, published May 2024, p 2; Queensland Consumers Association, 
Submission to the Inquiry (Unit Pricing), published May 2024, p 3; CHOICE, Submission to the Inquiry, published May 2024, 
pp 28-29. 

301 Queensland Consumers Association, Submission to the Inquiry (Unit Pricing), published May 2024, p 6; Prof H Oppewal 
and Dr J Yao, Submission to the Inquiry, published May 2024, p 2; CHOICE, Submission to the Inquiry, published May 2024, 
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Our consumer survey asked respondents to identify if one or more of the following aspects 
were missing from unit pricing: 


= jt does not stand out 
= itis not close to the selling price 
= itis not easy to read 


= the information is not fully accurate or its meaning is not clear. 


Respondents aged 50 years and over were overall more likely to report that unit pricing ‘is 
not easy to read’ as a concern than younger respondents (figure 6.6). This aligns with the 
CHOICE 2022 survey, which found that retired respondents were more likely to have 
difficulties reading unit prices than non-retired respondents.*° In contrast, respondents aged 
39 years and under were more likely to report ‘it is not close to the selling price’ and ‘it does 
not stand out’ as concerns. 


Figure 6.6: Older surveyed consumers are more likely to report that unit pricing is not easy 
to read 
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The ACCC consumer survey also suggests respondents with a disability or complex need?’ 
were more likely to report a concern that unit pricing ‘is not easy to read’ (35% of such 
respondents selected this option) than respondents without a disability or complex need 
(30%) (figure 6.7). 


Respondents with a disability or complex need also reported a greater concern that unit 
pricing ‘information is not fully accurate or its meaning is not clear’ (39%, compared to 
34% without a disability or complex need) (figure 6.8). 


302 Discussed in Queensland Consumers Association, Submission to the Inquiry (Unit Pricing), published May 2024, p 6. 
303 Or caring for someone in their household with a disability or complex need. 
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With reference to the CHOICE 2022 survey, the Queensland Consumer Association submits 
79% of respondents with a disability experienced difficulties using unit pricing in-store 
compared to 69% of other respondents.°™ 


Figure 6.7: Surveyed consumers with a disability or complex need are more likely to report 
that unit pricing is not easy to read 


Concern with unit pricing (is not easy to read) by respondents, split by whether or not 
respondents have a disability or complex need 
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Figure 6.8: Surveyed consumers with a disability or complex need are more likely to report 
that unit pricing information is not fully accurate or its meaning is not clear 


Concern with unit pricing (information is not fully accurate or its meaning is not clear) by 
respondents, split by whether or not respondents have a disability or complex need 


No Yes 


Do you have, or do you care for someone in your household that has, a disability or 
complex need? 


50% 


40% 


30% 


% of respondents selecting aspect as 
missing 
N 
oO 
se 


Source: ACCC consumer survey. 


304 Queensland Consumers Association, Submission to the Inquiry (Unit Pricing), published May 2024, p 6. 


96 


Previous consideration of readability 


The Unit Pricing Code Review considered readability. The Australian Government received 
feedback suggesting it should amend the Unit Pricing Code to require larger print on 
supermarket shelf labels to ensure unit pricing information is sufficiently prominent.%°° 


The Unit Pricing Code Review considered a submission from academics citing research 
examining the effects of changing the layout of unit price information on a label through a 
combination of factors, including increasing the font size. The cited research found while the 
changed layout attracted higher visual attention from research subjects, this was not due to 
the increased font size.°°° Further, the research found that the overall changes to unit pricing 
layout did not result in changes to consumer product selection decisions.*°°” 


The submission concluded it was more important for unit prices to be displayed in a 
consistent way than to be prescriptive about fonts.°°° The Unit Pricing Code Review 
ultimately concluded: 


[T]he existing [Unit Pricing] Code requirement remains an efficient basis for 
regulating unit pricing displays. It enables flexibility for the size of print to be tailored 
to the environment ... Where the ACCC has concerns about the prominence of unit 
prices, the review noted that the ACCC is able to consider taking compliance and 
enforcement action.°°? 


Inconsistent units of measure 


The Unit Pricing Code provides a list of alternative units of measurement for certain grocery 
items. The requirements of the Unit Pricing Code are to be read in conjunction with the 
National Trade Measurement Regulations 2009. Unit pricing is mandated in Regulation 4.26, 
which defines the packaged products which must marked with unit prices.°'° 


Some stakeholders submit supermarkets are using inconsistent units of measure for unit 
prices. In particular, the Queensland Consumers Association, the Consumers’ Federation of 
Australia and CHOICE express concern about the use of inconsistent units of measure,*"! 
where products from the same category are being priced in different terms, as some are 
priced by ‘item’ and others by weight.°'2 


We consider an illustrative example of this concern could be where one type of cucumber is 
priced at $2 each while another type of cucumber is priced at $5 per kilogram at the same 
supermarket. 


The Queensland Consumers Association and the Consumers’ Federation of Australia submit 
this results in inconsistent units of measure being used to unit price different items of the 


305 Treasury, Grocery Unit Pricing Code Review: Review outcomes, 14 June 2021. 


306 S Bogomolova et al., How the layout of a unit price label affects eye-movements and product choice: An eye-tracking 
investigation, Journal of Business Research, 2018. 


307 Prof S Bogomolova, et al., Submission to the Unit Pricing Code Review, February 2019. 
308 Prof S Bogomolova, et al., Submission to the Unit Pricing Code Review, February 2019, p 6. 


309 Treasury, Grocery Unit Pricing Code Review: Review outcomes, 14 June 2021. 
310 National Trade Measurement Regulations 2009 (Cth), reg 4.26(1)-(2). 


311 Queensland Consumers Association, Submission to the Inquiry (Unit Pricing), published May 2024, pp 2-3; CHOICE, 
Submission to the Inquiry, published May 2024, pp 28-29. 

312 Queensland Consumers Association, Submission to the Inquiry (Unit Pricing), published May 2024, pp 3-4; CHOICE, 
Submission to the Inquiry, published May 2024, p 29; Consumers’ Federation of Australia, Submission to the Inquiry, 
published May 2024, p 2. 
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same product, or similar/substitute products.?'? A CHOICE survey also found that 26% of in- 
store shoppers and 31% of online shoppers have difficulty using unit pricing due to different 
units of measurement for the same type of products.°?"4 


UpUp submits that some units of measure can cause confusion, such as pricing paper 
towels on a ‘per sheet’ basis is not necessarily helpful when sheets come in different 
sizes.315 


CHATO International’? specifically discusses the issues of unit pricing for canned foods,?"” 
noting that unit pricing should be based on the total net content without accounting for the 
actual quantity of the primary ingredient. 


CHOICE submits that when it comes to ordering fresh produce online, supermarkets are 
shifting to an order-by-item count system for most fruit and vegetables.318 This means the 
consumer must purchase a number of items, rather than items by weight, as you would in a 
store for the same items. Once a consumer indicates the amount of produce they would like 
to purchase, they are charged based on the weight for Coles and IGA, and per item at 
Woolworths and Harris Farm Markets.°'° 


CHOICE submits this approach makes it difficult for consumers to compare the unit price of 
similar or identical products across supermarkets.°”° As a point of comparison, the UK 
supermarket Tesco displays unit prices per weight, but allows consumers to choose whether 
to order by item or by weight. 


The ACCC consumer survey asked respondents a general question about concerns they had 
about supermarket behaviour. A significant number of the concerns relating to unit pricing 
raised the use of inconsistent units of measure. 


Many respondents expressed concern that supermarkets use different metrics for products 
in the same category. For example, respondents noted that some items within the same 
product category have some unit prices measured per 100 grams and others per kilogram. 
Some of these responses supported a more standardised approach to unit pricing, noting 
that the different units of measure make it difficult to compare products. 


The ACCC has also received complaints from individual consumers in relation to: 


«inconsistent units of measure within the same physical store for products in the same 
category. Similar to the concerns raised by CHOICE and the Queensland Consumers 
Association outlined above, some individuals experienced difficulties when comparing 
products priced by ‘item’ with products priced by weight 


= inconsistent units of measure between online and in-store unit prices, particularly for 
fruits and vegetables which are priced ‘per weight’ in store and ‘per item’ online. 


313 Queensland Consumers Association, Submission to the Inquiry (Unit Pricing), published May 2024, p 4; Consumers’ 
Federation of Australia, Submission to the Inquiry, published May 2024, p 2. 
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Previous consideration of inconsistent units of measure 


The issue of inconsistent units of measure was raised in the Discussion Paper for the Unit 
Pricing Code Review,°”* which noted the regime may create situations where similar 
products are unit priced using different units of measurement. The Discussion Paper, citing 
CHOICE, provided an example where the cost of loose lemons and a 5-pack of lemons 
cannot be compared because one was priced ‘per kilogram’ and the other was priced ‘per 
item’.228 


The Discussion Paper asked for views as to whether the Australian Government should 
make changes to alternative units of measurement provided by the Unit Pricing Code. 
However, the Unit Pricing Code Review ultimately made no findings on this issue. 


General concerns about the Unit Pricing Code 

Submissions in response to the Issues Paper identified the following general concerns about 
the Unit Pricing Code: 

= not all relevant stores are covered 

= ambiguity of the prominence and legibility requirements 

= lack of penalties 

= insufficient monitoring 


= use in cross-retailer price comparison. 
Not all relevant stores are covered 


Not every retailer of grocery products must comply with the Unit Pricing Code. One 
submission suggests this is suboptimal for consumers. ??4 


As stated previously, for store-based grocery retailers only those with a floor space greater 
than 1,000 square meters must comply with the Unit Pricing Code.%*° Physically smaller 
grocery retailers can choose whether to comply with the Unit Pricing Code. Where smaller 
grocery retailers opt to use unit pricing, they are also bound by the code.%”° 


The Queensland Consumers Association submits consumer usage of unit pricing is 
suboptimal partially because some in-store and online grocery retailers are not required by 
the Unit Pricing Code to provide unit pricing.*?” The Queensland Consumers Association 
submits expanding the Unit Pricing Code requirements to cover all grocery retailers would 
make the system fairer and less discriminatory.°78 


The Queensland Consumers Association also expresses concern that grocery price 
comparison websites are not required to provide unit pricing.?? 


The Unit Pricing Code Review considered whether the Unit Pricing Code should extend to a 
wider set of retailers. Respondents during the review suggested that extending the Unit 


322 Treasury, Review of the Retail Grocery Industry (Unit Pricing) Code of Conduct - Discussion Paper, November 2018, p 13. 
323 Treasury, Review of the Retail Grocery Industry (Unit Pricing) Code of Conduct - Discussion Paper, November 2018, p 13. 
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327 Queensland Consumers Association, Submission to the Inquiry (Unit Pricing), published May 2024, p 5. 


328 Queensland Consumers Association, Submission to the Inquiry (Unit Pricing), published May 2024, p 6. 
329 Queensland Consumers Association, Submission to the Inquiry (Unit Pricing), published May 2024, p 7. 
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Pricing Code would provide greater price transparency for consumers, allowing them to 
more easily compare the value of goods within and between retailers.°°° 


However, the review ultimately determined the value of unit pricing to consumers shopping 
in small grocery stores and specialty retailers (who sell a very limited number of groceries) is 
more limited. This is particularly the case because there are fewer items in each grocery 
category to select from and because consumers often shop at such stores for convenience 
(for example, to top-up items such as bread and milk) or to obtain a premium product. 


Additionally, changes to IT platforms, software and label replacement costs remain a 
significant concern for smaller retailers. The review concluded that future consideration 
could be given to whether the Unit Pricing Code should apply to grocery sales by specialty 
retailers where such retailers have a substantial market share.°*" 


Ambiguity of the prominence and legibility requirements 


Some stakeholders express concern over the practical application of this requirement that 
unit prices be displayed prominently, legibly, unambiguously and within close proximity to 
the selling price: 


= The Queensland Consumers Association submits that the Unit Pricing Code does not 
clarify ‘how to comply’ with the prominence and legibility requirements. 33? 


= CHOICE raises concern about the inconsistency of unit pricing display across stores and 
even within stores.°%° It submits that the current principles-based approach to the display 
of unit pricing is open to interpretation and difficult to enforce. Retailers are able to 
decide how they display unit pricing information and can change how it is displayed to 
suit their needs. CHOICE recommends that the Unit Pricing Code be complemented by a 
specific and prescriptive mandatory labelling standard outlined in detail for retailers.°°4 


= The Consumers’ Federation of Australia submits requiring unit prices to be ‘prominent’ 
and ‘legible’ creates ambiguity about what is required and allows for inconsistency in 
implementation.%°° 


Lack of penalties 


There are no penalty provisions for non-compliance with the Unit Pricing Code. Both the 
Queensland Consumers Association and the Consumers’ Federation of Australia raise this 
as a concern in their submissions.°°° 


330 Treasury, Grocery Unit Pricing Code Review: Review outcomes, 14 June 2021. 
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The Australian Government's Discussion Paper for the Unit Pricing Code Review noted that 
in the case of a breach of the Unit Pricing Code, several sanctions and orders are available, 
including:337 


= injunctive relief 
"orders for corrective advertising and notices 


= community service orders and declarations made by the Federal Court that a trader had 
engaged in conduct in contravention of the Competition and Consumer Act 2010. 


At the time of the Unit Pricing Code Review, the Discussion Paper noted the ACCC had not 
taken any unit pricing related matters to the Federal Court and had addressed any claims of 
potential non-compliance administratively .°%° 


In a submission to the review, the ACCC indicated it receives a relatively small number of 
complaints about unit pricing and the issues raised tended to reflect isolated errors by 
retailers, rather than substantive non-compliance.**? This trend continued in the time since 
the review and, as such, the ACCC has primarily taken an educative approach to address 
non-compliance. 


The Unit Pricing Code Review ultimately did not make any findings in relation to the issue of 
whether the Unit Pricing Code should have penalties for non-compliance. 


Insufficient monitoring 


In response to the Issues Paper, some stakeholders expressed concern that the ACCC is not 
sufficiently monitoring supermarkets’ compliance with the Unit Pricing Code. For example, 
the Queensland Consumers Association questions whether the ACCC is sufficiently 
monitoring and enforcing the Unit Pricing Code, particularly in relation to the requirement 
that ‘unit price be displayed prominently and legibly in close proximity to the selling price, 
and that specified units of measure be used to indicate the unit price’.°*7 We discuss our 
approach to non-compliance above. 


Use in cross-retailer price comparison 


As previously noted, while we still consider that a primary benefit of unit pricing is to 
meaningfully assist consumers with in-store price comparisons, there have been 
developments in the years since the 2008 Grocery Inquiry which may mean that there is 
scope for unit pricing to play a bigger role in assisting consumers to compare prices 
between retailers. For example, as outlined in section 6.1.2, in recent years supermarkets 
have taken steps to make pricing information more accessible, including by providing pricing 
information on websites and mobile apps, which has facilitated cross-retailer price 
comparison by consumers. 


We are still considering the extent to which there is price similarity between supermarkets, 
which could limit, to some extent, the utility of cross retailer price comparison. This is 
discussed further in section 7.4. Nonetheless, we consider tools which can facilitate 
consumers’ ability to compare prices are likely to be beneficial, including because there are 
likely differences between retailers’ promotional cycles. As outlined in section 6.1.2, 


337 Treasury, Review of the Retail Grocery Industry (Unit Pricing) Code of Conduct - Discussion Paper, November 2018, p 13. 
338 Treasury, Review of the Retail Grocery Industry (Unit Pricing) Code of Conduct - Discussion Paper, November 2018, p 13. 
339 ACCC, Submission to Unit Pricing Code Review, 28 February 2018. 
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although the ACCC consumer survey reported a higher frequency of price comparison 
activity in-store, the survey still found almost half of respondents reported ‘always’ or ‘most 
times’ comparing prices before they shop, most of which online. Further, as outlined in 
section 7.2.5, surveyed consumers now report more price comparison activity before 
shopping than those surveyed at the time of the 2008 Grocery Inquiry. 


The Unit Pricing Code requires grocery retailers to display unit pricing on their websites. 
However, we have heard that unit pricing may not be sufficiently assisting consumers to 
compare products between retailers. For example, UpUp submits that while unit pricing may 
help consumers find a more economical option within one store, it does not help consumers 
find better deals between competitors.°42 


We consider that there may be scope for unit pricing to be better utilised for cross-retailer 
comparison, at least for grocery stores that have online pricing available. One potential 
limitation is the existing scope for different supermarkets to use different units of measure 
on their websites (concerns relating to the use of inconsistent units of measure more 
generally was discussed above). For example, the current requirements in the Unit Pricing 
Code allow for Woolworths to price its fruit and vegetables by ‘item’ on its website,*4? while 
allowing Coles to price some of its fruit and vegetables by ‘item’ and others by weight.?4 
This could create difficulties for consumers comparing unit pricing between retailers online. 
As noted above, the ACCC received complaints from individual consumers in relation to this 
and it was also a concern raised by CHOICE.*4° 


Overseas experience with unit pricing 


Some overseas competition agencies have considered issues around the readability of unit 
prices and the use of inconsistent units of measure across similar products. Issues 
encountered in other jurisdictions appear similar to concerns some stakeholders have raised 
in response to the Issues Paper. 


Box 6.5: Unit pricing in overseas jurisdictions 


United Kingdom 


Similar to Australia, the United Kingdom's Price Marking Order 2004 requires unit pricing 
to be ‘unambiguous, easily identifiable and clearly legible’.*4° Following a recent review by 
the Competition and Markets Authority, the UK Government determined there is a need to 
set out clearer legibility criteria for the application of unit prices. 


However, the UK Government is yet to determine whether this will be achieved through 
legislation, guidance, or both, but it has stated that it may include minimum font sizes for 
both selling prices and unit prices. Its proposal does not address how changes will apply 
to electronic labels.3”” 


The UK Government also proposes to mandate a consistent use of units for unit pricing 
and has recommended that all products sold by weight should be priced per kilogram and 


342 UpUp, Submission to the Inquiry, published May 2024, p 6. 
343 Woolworths, Apples & Pears, accessed 22 August 2024. 


344 Coles, Shop products: Apples, accessed 22 August 2024. 

345 CHOICE, Submission to the Inquiry, published May 2024, p 47. 

346 The Price Marking Order 2004 (Uk), art 7(1). 

347 D Reed, ‘Display of pricing information’, TLT Solicitors, 21 December 2023. 
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that all products sold by volume should be priced per litre.**° However, it does not appear 
there is a proposal to eliminate the option for grocery retailers to unit price loose fresh 
produce by either item or weight. 


The UK regime also exempts smaller retailers from its unit pricing requirements and its 
government did not find a compelling rationale to change this.**° 


New Zealand 


Unit pricing laws which came into effect in late 2023 require certain grocery retailers to 
display the unit price for goods clearly and legibly, at no less than 25% the size of the 
marked price.?°° 


New Zealand’s guidelines for its Unit Pricing Regulations (2023) include instructions for 
units of measurement for different types of products. For example, ‘toilet paper and paper 
towels with perforated sheets’ should be measured ‘per 100 sheets’. 


The NZCC considered the scope of the New Zealand unit pricing requirements should be 
broader than the scope of the Australian Unit Pricing Code by encompassing a wider 
range of retailers. It recommended retailers (both physical and online) be covered by unit 
pricing requirements if they meet a minimum threshold in terms of annual grocery 
revenue.’ 


However, the New Zealand Government did not take on the recommendation. Similar to 
Australia, New Zealand’s unit pricing regime applies to any grocery retailer which has an 
internal floor space of over 1,000 square meters and sells certain product categories.?° 


6.2.4. Options to address concerns about unit pricing 


We consider that unit pricing is an important tool for consumers. To ensure that unit pricing 
is as valuable as possible, the ACCC will consider the following options to address concerns 
with the unit pricing regime: 


audit of unit pricing compliance 
bring forward the next Unit Pricing Code Review 


no further action. 


Option 1 — Audit of unit pricing compliance 


As the regulator responsible for enforcement of the Unit Pricing Code, the ACCC could 
conduct a comprehensive audit of unit pricing compliance to determine whether: 


unit prices are being provided for required products by retailers captured by the Unit 
Pricing Code 


unit prices are being displayed prominently, legibly, unambiguously and in close proximity 
to the selling price, as required. 


CMA, Summary of consumer research and unit pricing analysis, 30 January 2024. 


Department for Business and Trade (UK), Government response to consultation on ‘Smart Regulation: Improving consumer 
price transparency and product information for consumers’, 24 January 2024. 


Consumer Information Standards (Unit Pricing for Grocery Products) Regulations 2023 (New Zealand), r 12(3)(b). 
NZCC, Unit Pricing Regulations: a guide for grocery retailers, March 2024, p 14. 


NZCC, Unit Pricing Regulations: a guide for grocery retailers, March 2024, pp 431-432. 
Consumer Information Standards (Unit Pricing for Grocery Products) Regulations 2023 (New Zealand), r 6. 
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In conducting an audit, the ACCC would be able to determine more conclusively whether 
there are any significant compliance issues with the Unit Pricing Code. In particular, this 
would inform consideration of whether it may be appropriate to introduce penalties for non- 
compliance. 


To a certain extent, an audit may inform the next review of the Unit Pricing Code, including 
whether any changes to the substantive requirements are needed. For instance, if an audit 
shows that there are no significant issues with compliance, but concerns remain around the 
readability of unit pricing, this may support a need for more prescriptive requirements 
around legibility. The Unit Pricing Code will sunset on 1 October 2031 and is likely to be 
reviewed prior to that occurring. 


Option 2 — Bring forward the next Unit Pricing Code Review 


In light of the concerns with the application of unit pricing outlined in this section, the 
Australian Government could consider bringing forward the next review of the Unit Pricing 
Code. This could occur in addition to, or as an alternative to, an audit. While an audit would 
indicate whether there are compliance issues with the existing Unit Pricing Code, it would 
not specifically assess whether the existing requirements are fit for purpose. 


As part of its review, the Australian Government could consider commissioning its own 
independent research to study the effects of existing unit pricing on consumer purchasing 
behaviour. 


This research could test the impact of potential changes, such as more prescriptive legibility 
requirements and stricter controls around units of measure, including looking at the impact 
on consumers in particular demographic groups. It could consider this in the context of both 
consumers comparing products within a single store, as well as cross-retailer price 
comparison activity. It could also specifically consider the usability and effectiveness of unit 
pricing in the context of electronic labels. 


This would help inform the question of whether any such changes to the Unit Pricing Code 
are needed, including to improve the use of unit pricing for cross-retailer price comparison. It 
could also specifically consider the usability and effectiveness of unit pricing in the context 
of electronic labels. 


Option 3 — No further action 
The ACCC could take no further action at this stage. 


The Australian Government remade the Unit Pricing Code in 2021 following a review. The 
review considered similar issues to those raised in response to the ACCC’s Issues Paper and 
determined the Unit Pricing Code was operating efficiently and effectively. A further review 
of the Unit Pricing Code will take place prior to it lapsing on 1 October 2031. 


As previously noted, the ACCC has historically received a relatively low number of unit 
pricing contacts and non-compliance with the Unit Pricing Code has tended to reflect 
isolated errors by retailers, rather than substantive non-compliance or disregard for the law. 


6.3. Growth and impact of loyalty programs 


The impact of supermarket loyalty programs on the consumer experience is multi-faceted, 
involving a complex assessment of competition, consumer protection and privacy issues. 
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This section provides an overview of loyalty programs, including those in the supermarket 
industry, including the potential consumer impacts that may arise. 


This section discusses the following: 

= why retailers offer loyalty programs 

= customer loyalty programs in supermarkets 

= previous consideration by the ACCC 

= recent developments in loyalty programs 

= how consumers use and engage with loyalty programs 
= potential impacts of loyalty programs on consumers 


= options to address concerns. 


Loyalty programs are an important aspect of competition which appear to have been 
increasingly promoted by retailers in many sectors. Chapter 7 of this report discusses the 
level and nature of retail competition in the supermarkets sector. Section 7.3 discusses the 
potential competition issues specifically relating to supermarket loyalty programs. 


6.3.1. Why retailers offer loyalty programs 

Research the ACCC previously commissioned indicates that, generally, retailers use loyalty 
programs to: 

=" attract and retain customers 

= increase sales (including both increasing the frequency and value of purchases) 

= reduce marketing costs 


= transform members into advocates of the brand.?%4 


This research found loyalty programs also enable program operators to collect and analyse 
valuable data about their customers, including: 


= their personal details and demographic profile 


= their interactions with the brand and marketing materials (including through digital 
technologies) 


= transactional information which provides insights into their habits, interests, and 
purchasing behaviour.?°° 


This information may then be used to: 
= inform personalised offers, potentially down to an individual consumer level 


«target the promotion of goods and services in a way that customers may be more 
receptive to (such as delivering messages at a specific time of day) 


= segment customers into cohorts for the purpose of marketing campaigns 


= inform other business development activities, such as developing new products 


354 Loyalty and Reward Co, Australian Loyalty Schemes — a Loyalty and Reward Co report for the ACCC, 5 September 2019, 
pp 3, 4. See also M Capizzi et al., Loyalty trends for the 21st Century, Journal of Targeting, Measurement and Analysis for 
Marketing, 2004,12(3)199-212; K Swaminathan et al., Introducing the Australian Consumer Loyalty Survey, McKinsey & Co, 
2 February 2023, accessed 22 August 2024; The Point of Loyalty, For Love or Money 2023: Executive Summary, 2023, p 21. 


355 Loyalty and Reward Co, Australian Loyalty Schemes — a Loyalty and Reward Co report for the ACCC, 5 September 2019, 
pp 40-42. 
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= develop consumer insights which may be shared with or sold to other businesses. Some 
loyalty program operators may also use data insights to implement targeted digital 
marketing campaigns for other businesses.°°° 


This report discusses data collection and use in section 6.4. 


6.3.2. Customer loyalty programs in supermarkets 
There are a range of loyalty programs in the grocery sector. 


Both Coles and Woolworths operate loyalty programs with similar features: consumers can 
become members for no monetary cost, and members who use their loyalty program 
membership when checking out can generally earn a base rate of one point per $1 spent at 
the retailer. Once members have collected 2,000 points, those points can be redeemed for 
$10 off a future purchase or converted into partnered airline loyalty program points. 358 
Points can be earned and redeemed directly through Coles and Woolworths supermarkets, 
but also through ‘partner’ businesses which may be related entities or third parties. 


Members may also earn bonus points through targeted offers on select grocery items, or if 
they bundle other products or services together such as supermarket-branded insurance or 
credit card products.*°? Similarly, members can receive additional discounts or other 
bonuses through Everyday Rewards by purchasing Woolworths insurance or mobile plans 
(currently, members can receive 10% off (up to a maximum saving of $50) on one grocery 
shop per month).°°° 


In addition, both Coles and Woolworths offer other loyalty initiatives including paid 
subscription programs. Further detail on these loyalty programs and other loyalty initiatives 
available at Coles and Woolworths is in box 6.6. 


Since 2018, Metcash has operated the IGA Rewards loyalty program.*°' IGA Rewards offers 
member-only pricing offers, competitions, travel deals and emails with personalised 
offers.*°* As every IGA supermarket is independently owned, IGA Rewards is offered by 
individual stores on an opt-in basis.*°* As such, loyalty cards are store-specific and the 
program can differ from store to store.° 


356 Loyalty and Reward Co, Australian Loyalty Schemes — a Loyalty and Reward Co report for the ACCC, 5 September 2019, 
pp 47-50, 52-54. 


357 Members can generally earn this base rate on eligible purchases provided they scan, swipe, or otherwise use their loyalty 
program membership when checking out. 


358 See Flybuys, How it works, accessed 22 August 2024; Everyday Rewards, Collect 2000 points, accessed 22 August 2024. 


359 Coles, Give a Flybuys. Take more., accessed 22 August 2024; Everyday Rewards, Collect 2000 points, accessed 
22 August 2024; Everyday Insurance from Woolworths, Everyday Pet Insurance from Woolworths, accessed 
22 August 2024; Coles Insurance, Special Offers, accessed 22 August 2024; Coles Credit Cards, Credit Cards, accessed 
22 August 2024. 

360 Everyday Mobile from Woolworths, Make your mobile plan count, accessed 22 August 2024; Everyday Mobile from 
Woolworths, Get 10% off a Woolworths shop in store every month, accessed 22 August 2024; Everyday Insurance from 
Woolworths, Get 10% off your in-store grocery shop once a month, accessed 22 August 2024. 


361 Metcash, Submission to the Inquiry, published May 2024, p 10. 
362 IGA Rewards, Join today to get rewards you love, accessed 22 August 2024. 


363 ~Metcash, Submission to the Inquiry, published May 2024, p 10. 
364 IGA Rewards, Frequently Asked Questions, accessed 22 August 2024. 
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Further, certain IGA supermarkets operate their own loyalty programs, which may be offered 
in addition to or instead of IGA Rewards.°° Currently, 773 IGA supermarkets participate in 
the IGA Rewards loyalty program;?© over half the total number of IGA supermarkets.°°” 


Other supermarkets have their own loyalty programs (for example, Harris Farm operates the 
Friend of the Farm program) and delivery-focussed subscriptions (for example, Drakes’ 
Unlimited Delivery program).°° 


ALDI does not offer loyalty programs, which it markets as part of its strategy to ensure it 
keeps prices low.°°? 


Costco operates under a member-only business model whereby consumers must pay an 
annual fee of $65 per year in order to shop there at all. A premium tier is also offered for 
$130 per year, which allows subscribers to earn an annual reward voucher worth 2% of the 
value of eligible purchases made by that member that year (up to $1,000).°”° 


Box 6.6: Loyalty programs and subscriptions offered by 
Coles and Woolworths 


Coles 
Coles partners with the Flybuys loyalty program: 


= Flybuys has operated since 1994, and since 2018, it has been operated as an 
independent joint venture between Coles Group Limited and Wesfarmers Limited (each 
entity owning a 50% equity interest) through an entity called Loyalty Pacific.?”' 


= The core operation of the Flybuys loyalty program is that members earn points on their 
purchases which can then be redeemed for discounts on future purchases, spent in the 
‘Flybuys Rewards store’ on goods, gift cards or travel services, or converted into 
‘Velocity Points’.°’2 


= Points are accumulated at a base rate of one point per $1 spent and 2,000 points can 
be redeemed for a $10 discount at participating retailers.°”° 


= Flybuys currently has 23 partners, including HCF, NAB, Citi, Optus, Velocity, and 
retailers and brands operated by Coles Group Limited (including Coles-branded grocery 
outlets, Coles Credit Cards, Personal Loans and Insurance, Liquorland and First 
Choice) and Wesfarmers Limited (including Bunnings, Officeworks, Target, Kmart, 
Catch and Kleenheat Gas).?”4 


= Flybuys currently has over 9 million active members.°”° 


365 ~Metcash, Submission to the Inquiry, published May 2024, p 10. 


366 IGA Rewards, Participating Stores, accessed 22 August 2024. 


367 Metcash, Submission to the Inquiry, published May 2024, p 3; see also IGA, IGA Store Locations, accessed 
22 August 2024. 


368 Harris Farm, Join Friend of the Farm, accessed 22 August 2024; Drakes, Save with Unlimited Delivery, accessed 
22 August 2024. 


369 ALDI, Submission to the Inquiry, published May 2024, pp 1-2; ALDI, About ALDI, accessed 22 August 2024. 
370 Costco, Costco Wholesale Australia member privileges and conditions, accessed 22 August 2024. 


371 Loyalty Pacific, Submission to the Inquiry, published May 2024, p 2. 
372 Flybuys, Get more out of your everyday, accessed 22 August 2024. 


373 Flybuys, How it works, accessed 22 August 2024; Flybuys, How to get an instant $10 off your shop in-store, acc accessed 
22 August 2024. 


374 Loyalty Pacific, Submission to the Inquiry, published May 2024, p 2. 
375 Loyalty Pacific, Submission to the Inquiry, published May 2024, pp 1-2. 
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Coles also offers 2 paid subscription programs: 


Coles Plus — a monthly subscription program which offers subscribers free delivery on 
online Coles orders over $50, free access to expedited click-and-collect orders 
(allowing subscribers to collect orders over $30 within 60 or 90 minutes depending on 
the store) and other offers. Coles Plus currently has a standard price of $19 per 
month.?76 


Coles Plus Saver — for a standard price of $7 per month, it offers subscribers 10% off 
one shop every calendar month of up to $50, and other offers.°”” While Coles Plus 
Saver is a Separate program to Flybuys, it offers similar benefits to the paid 
subscription tier of the Woolworths Everyday Rewards program (discussed below). 


Both subscriptions also offer members double Flybuys points (that is, subscribers earn 
a base rate of 2 points for every $1 spent) for certain purchases if they link their 
Flybuys and Coles accounts.?7° 


Woolworths 


Woolworths operates its own loyalty program, Everyday Rewards:97? 


Woolworths launched Everyday Rewards (previously branded Woolworths Rewards) 
in 2007.380 


Like Flybuys, Everyday Rewards members can earn points on their purchases which 
can be redeemed for discounts on future purchases or can be converted into Qantas 
Points. 


Everyday Rewards points accumulate at a base rate of one point per $1 spent and 
2,000 points can be redeemed for a $10 discount.?°" 


Everyday Rewards currently has 13 ‘partners’, including Qantas, Bupa, Origin, Ampol, 
Accor Live Limitless, and retailers and brands operated by Woolworths Group Limited 
(Woolworths-branded grocery outlets, Big W, BWS, MILKRUN, Healthylife pharmacies 
and MyDeal).382 


In August 2023, Woolworths also introduced discounts which are only available to 
Everyday Rewards members on selected products (member-only pricing).?°? 


Everyday Rewards reportedly had 14.5 million members as of the end of 2023 (this is 
the total number of members that have joined the program since inception; it is unclear 
how many are active members).3° 


Woolworths also offers 2 paid subscriptions: 


Everyday Rewards Extra — a paid loyalty program tier which offers subscribers 10% off 
one shop per month at each of Woolworths and Big W (for a discount of up to $50 at 
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384 


Coles, Unlimited free delivery with Coles Plus, accessed 22 August 2024. 


Coles, Enjoy big savings with Coles Plus Saver, accessed 22 August 2024. 


Coles, Enjoy big savings with Coles Plus Saver, accessed 22 August 2024; Coles, Coles Plus Saver Terms and Conditions, 
accessed 22 August 2024. 


Everyday Rewards, Get to know Everyday Rewards, accessed 22 August 2024. 


Woolworths Limited, Annual Report 2008, 2008, p 4; Woolworths, Submission to the Inquiry, published May 2024, p 37 
fn 137. 


Everyday Rewards, Get to know Everyday Rewards, accessed 22 August 2024. 
Everyday Rewards, Get to know Everyday Rewards, accessed 22 August 2024. 


Everyday Rewards, Up to $100 saved every month? Winning., accessed 22 August 2024; Woolworths Group, Woolworths 
wants customers to spend less this Spring, Press release, 21 August 2023, accessed 22 August 2024. 


Woolworths Group, 2023 Annual Review, 2023, p 35. 
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each), double reward points (a base rate of 2 points per $1 spent), and other offers for 
the standard price of $7 per month or $70 per year.?85 


= Woolworths Delivery Unlimited — offers subscribers free delivery (excluding ‘bag fees’) 
on ‘Same or Next Day’ Woolworths orders of $75 or more and double reward points for 
online orders for a standard price of $15 per month or $119 per year.386 


6.3.3. Previous consideration by the ACCC 


Loyalty programs were not a large focus for the ACCC in the 2008 Grocery Inquiry. However, 
it did consider ‘shopper docket arrangements’, which are a type of loyalty offer. The ACCC 
has also more recently considered consumer-facing customer loyalty programs in its 2019 
Customer Loyalty Schemes Report.°°” 


In the 2008 Grocery Inquiry, the ACCC considered the impact of the Coles and Woolworths 
‘shopper docket arrangements’. Each offered discounts on petrol at their associated petrol 
stations when consumers reached a minimum spending threshold at their supermarkets. 


During the 2008 Grocery Inquiry, both Coles and Woolworths submitted their shopper docket 
programs are loyalty programs which, Woolworths submitted, would need to be replaced 
with some other form of market program if they did not exist.388 


The ACCC concluded that shopper docket arrangements may have increased barriers to 
entry and expansion, particularly for smaller retailers. However, the evidence also suggested 
these arrangements delivered discounts on petrol to the benefit of consumers, promoted 
competition from other retailers — including responding by offering alternative arrangements 
or introducing general customer loyalty programs — and did not appear to have resulted in a 
noticeable increase in grocery prices.°°° 


In 2019, the ACCC examined consumer and competition issues associated with consumer- 
facing customer loyalty programs in Australia, including the ways in which loyalty programs 
collect, use and disclose consumer data. 


This was, at least in part, a response to the significant number of Australian consumers 
reporting a variety of issues with loyalty programs at that time. In the 5 years to 

December 2018, the ACCC and Australian Consumer Law regulators in states and territories 
received approximately 2,000 reports about loyalty programs.°°° 


In its Customer Loyalty Schemes Report which detailed the findings from this review, the 
ACCC expressed concern with a range of issues associated with loyalty programs which it 
considered had the potential to cause widespread consumer detriment, in particular, loyalty 
programs: 


= that do not present their terms, conditions and privacy policies in a way that consumers 
can readily understand 


= that make unilateral changes to their terms and conditions in a way that may be unfair to 
consumers 


385 Everyday Rewards, Up to $100 saved every month? Winning., accessed 22 August 2024. 
386 Woolworths, Enjoy more with Delivery Unlimited, accessed 22 August 2024. 


387 This report was not specific to supermarket loyalty programs but supermarket loyalty programs were included within its 
scope. 


388 ACCC, Grocery Inquiry Final Report, 5 August 2008, p 204. 
389 ACCC, Grocery Inquiry Final Report, 5 August 2008, pp 203, 205. 
390 ACCC, Customer Loyalty Schemes Report, 3 December 2019, p iv. 
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= collecting, using and disclosing consumer data in ways that do not align with consumers’ 
preferences. This includes loyalty programs not providing sufficient transparency and 
meaningful consumer control over the collection, use and disclosure of consumer data, 
and engaging in the following practices: 


— seeking broad consents from consumers and making vague disclosures to them 
about the collection, use and disclosure of their data 


— providing consumers with limited insight and control over the sharing of their data 
with unknown third parties 


— providing a limited ability for consumers to opt out of targeted advertising delivered 
by third parties on behalf of loyalty programs.°" 


6.3.4. Developments in loyalty programs 


We have identified a range of developments or trends relating to loyalty programs in the 
grocery sector which may impact consumers now and in the future. 


These include ‘increased personalisation’ and ‘premium loyalty schemes’, which were noted 
by the ACCC in 2019 (among other practices) as emerging trends in loyalty programs in the 
Customer Loyalty Schemes Report.??? These trends were not explored in depth in the report, 
but our preliminary view is these trends have continued in the supermarket industry. 


We have also identified ‘member-only pricing’ and the increased prevalence of redemption 
campaigns as additional developments which may warrant further consideration. 


Member-only pricing 


Member-only pricing involves supermarkets offering lower prices on selected products to its 
loyalty program members. Generally, the standard price will be displayed alongside the lower 
member-only price. Loyalty program members may benefit from member-only pricing 
through accessing cheaper prices, particularly when the offers are provided on items they 
would have purchased anyway. 


Member-only pricing is an emerging practice in the grocery sector, having been introduced in 
Woolworths stores in August 2023.99? Member-only pricing offers are also available in some 
IGA supermarkets for IGA Rewards members.°™ Coles previously trialled ‘Flybuys Member 
Pricing’ in November 2022 and from 15 February to 14 March 2023.395 


The Competition and Markets Authority (CMA) is currently reviewing member-only pricing 
(which it refers to as ‘loyalty pricing’) in the United Kingdom, where the practice is much 
more established and prevalent. This includes looking at issues such as: 


= whether any aspects of loyalty pricing could mislead shoppers, for example whether the 
loyalty price is a genuine promotion or as good a deal as presented 


= whether any groups of shoppers are disadvantaged by this type of promotional activity 


391 ACCC, Customer Loyalty Schemes Report, 3 December 2019, p iv. 
392 ACCC, Customer Loyalty Schemes Report, 3 December 2019, p 106. 


3933 Woolworths Group, Woolworths wants customers to spend less this Spring, Press release, Woolworths Group, 
21 August 2023, accessed 22 August 2024. 


394 IGA Rewards, Join Today to get rewards you love, accessed 22 August 2024. 


395 N Rider, ‘Coles offers Flybuys members exclusive discounts’, RetailWorld, 31 October 2022, accessed 22 August 2024; 
N Rider, ‘Coles unveils new range of Flybuys discounts’, RetailWorld, 14 February 2023, accessed 22 August 2024. 
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= whether loyalty pricing is impacting consumer behaviour, and whether this has an impact 
on how supermarkets compete with each other.?°° 


In July 2024, the CMA published an update on its review. The CMA’s update stated it has 
considered whether there are pricing practices that indicate that the non-loyalty (or non- 
member) price may have been artificially inflated to make the loyalty price appear 
misleadingly attractive. Its analysis into what happens to prices before, during, and after a 
product goes onto a loyalty price promotion is ongoing. However, the CMA noted the results 
to date suggest it is ‘unlikely to identify widespread evidence of loyalty promotions that 
mislead shoppers in this way’.°9” 


The CMA also stated it is looking further into the practice of retailers alternating between 
‘was/now’ promotions available to all shoppers and loyalty price promotions, which raises 
the question as to what the ‘regular’ price is for the product and therefore whether the 
claimed saving for the ‘was/now’ promotion is genuine.3”8 


The CMA expects to publish a report on its findings in November 2024.°%° 


While member-only pricing is a relatively new practice in Australian supermarkets (excluding 
Costco’s exclusively member-only model), it has been offered for longer by other retailers, 
such as craft, outdoor and sports stores.*°° 


However, any potential benefits or detriments of this practice (such as the issues being 
explored by the CMA outlined above) may be exacerbated in grocery markets due to the 
necessity of groceries and relative frequency of grocery purchases, as well as the potential 
for member data to be used and shared more expansively throughout supermarkets’ 
ecosystems. Ecosystems are discussed further in section 7.3.3. 


The potential impacts of member-only pricing on consumers with lower incomes are 
discussed further in section 6.5.1. 


Submissions on member-only pricing 
The ACCC received several submissions in response to the Issues Paper expressing 
concerns with member-only pricing, including: 


= member-only prices may be forcing consumers to join loyalty programs to access lower 
prices and discounts**' 


= member-only prices are unfair and penalise consumers who do not wish to sign up for 
loyalty programs.*© 


396 CMA, Loyalty pricing in the groceries sector, 30 January 2024. 


397 CMA, Loyalty pricing in the groceries sector, 30 January 2024. 
398 CMA, Loyalty pricing in the groceries sector, 30 January 2024. 


39 CMA, Loyalty pricing in the groceries sector, 30 January 2024. 


400 See, for example, Spotlight, VIP Club Join Today, accessed 22 August 2024; Lincraft, Members Save Everyday!, accessed 
22 August 2024; Anaconda, Anaconda Adventure Club, accessed 22 August 2024; Rebel Sport, Rewards Refreshed, 
accessed 22 August 2024. 

41 Foundation for Alcohol Research and Education, Submission to the Inquiry, published May 2024, pp 4, 6. 


402 CHOICE, Submission to the Inquiry, published May 2024, p 34. See also Combined Pensioners and Superannuants 
Association of NSW, Submission to the Inquiry, published May 2024, pp 6-7. 
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Increased personalisation 


Personalisation aims to maximise the impact of advertising spend via stimulation of higher 
consumer spend.*°2 


Personalised offers are not new nor confined to groceries. For example, as noted in the 
Customer Loyalty Schemes Report, Woolworths was reported in 2013 as stating it was able 
to combine its insurance company’s data with its rewards customer database to determine 
the relative insurance risks of different customers based on their purchases and shopping 
habits and provide them with targeted insurance offers.*% 


However, personalisation is becoming more sophisticated and potentially more prevalent 
due to advances in technology. As outlined in the Customer Loyalty Schemes Report, 
increasingly sophisticated data collection systems enable loyalty programs to generate 
detailed consumer profiles and deliver increasingly personalised experiences for 
consumers.’ In respect of supermarkets, this may be further enhanced through their 
increased focus on digital approaches to both data collection and service delivery, including 
through encouraging customers to utilise their mobile apps for shopping and payments.*°° 


Research previously commissioned by the ACCC found data technology agencies, providing 
support to loyalty programs, use advanced technologies to ‘identify individual members at 
the time they are engaging with a range of digital channels (such as e-commerce websites), 
access their profile information (encompassing hundreds of datasets) and automatically 
trigger an individualised promotion to stimulate a desired behaviour from the member’.*°” 
This enables loyalty programs to deliver real-time personalisation while the consumer is 
using a website or app, and may also allow loyalty programs to identify the consumer when 
they are inside a store.*°8 In the case of supermarkets, technology could potentially enable 
them to offer discounts or special offers to only the more price-sensitive customers, and not 
those who they determine will buy the product at its full price.*°° 


In 2018, Woolworths’ Director of Loyalty, Data and Direct Media, reportedly stated ‘[a]rtificial 
intelligence allows us to harness our customers data to give them what they want, when 
they want it, where they want it — and at a price they're willing to pay for it’.4"° 


The Woolworths representative also reportedly stated that this data should only ever be 
used ‘for the benefit of our customers, to make their experiences dealing with us as 
personalised as possible’.*" 


403 ACCC, Customer Loyalty Schemes Report, 3 December 2019, p 106. 


404 ACCC, Customer Loyalty Schemes Report, 3 December 2019, p 107; citing W Ma, ‘Woolworths: No ads, just data’, AdNews, 
5 September 2013, accessed 22 August 2024. 


405 ACCC, Customer Loyalty Schemes Report, 3 December 2019, p 106. 


406 See for example Everyday Rewards, Get the best of Everyday Rewards in your pocket, accessed 22 August 2024; Coles, 
Save money and time with the Coles app, accessed 22 August 2024; Everyday Rewards, Your easier way to store and 
redeem Gift Cards, accessed 22 August 2024; Coles, Check out on Coles Online now even easier with flypay, accessed 
22 August 2024. 

407 Loyalty and Reward Co, Australian Loyalty Schemes — a Loyalty and Reward Co report for the ACCC, 5 September 2019, 
p 29. 

408 ACCC, Customer Loyalty Schemes Report, 3 December 2019, p 106. 


409 See for example P Hatch, ‘Coles and Woolies’ secret weapon in war with Aldi is data’, The Age, 30 May 2019, accessed 


22 August 2024. 

410 L Croft, ‘"We must treat data as a precious gift", says Woolies exec’, B&T Magazine, 1 March 2018, accessed 
22 August 2024. 

411 L Croft, "We must treat data as a precious gift", says Woolies exec’, B&T Magazine, 1 March 2018, accessed 
22 August 2024. 
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In our view, while personalised offers have the potential to provide benefits to consumers, 
they also have the potential to decrease consumer welfare if they replace general, non- 
individualised offers. For example, if supermarkets were to move towards offering discounts 
only to those consumers who would not otherwise purchase the product, other consumers 
will end up paying more. 


Submissions on increased personalisation 


CHOICE submits that Coles’ and Woolworths’ ‘highly individualised data capabilities’ enable 
them to send customers real-time, personalised loyalty offers through their respective 
shopping and loyalty apps based on the individual customer's shopping preferences and 
behaviour.412 


Metcash submits it understands data sets are used by Coles and Woolworths to ‘increase 
the scope of individually targeted promotional activity’.*"° 


The Consumer Policy Research Centre submits the ACCC should use its information 
gathering power on supermarkets to disclose how customer data collected through online 
purchasing and loyalty programs is used to affect what products are shown to customers.*"4 


Subscription models and premium loyalty programs 


Premium loyalty programs are those that members pay a fee to join. Membership fees are 
typically recurring, non-refundable payments which cover a set period of time (for example, 
one month or year). Research previously commissioned by the ACCC indicates these 
programs are likely to stimulate brand loyalty for the subscription period as consumers aim 
to generate a return on their membership fee.*1° 


At the time of the ACCC’s 2019 Customer Loyalty Scheme Report, Coles’ and Woolworths’ 
loyalty programs did not have premium or subscription offerings, though Flybuys had trialled 
(but then not progressed) a paid tier called ‘Flybuys Max’.*"® 


As previously outlined in box 6.6, both Coles and Woolworths now offer various paid 
subscription programs, including: 


« subscription-based delivery offers for online orders (for example, Woolworths Delivery 
Unlimited)*"” 


= premium tiers for existing loyalty programs (for example, Woolworths Everyday Extra)*1® 


= a combination of the above (for example, Coles Plus).41° 


42 CHOICE, Submission to the Inquiry, published May 2024, p 32. 
43 Metcash, Submission to the Inquiry, published May 2024, p 10. 


44 Consumer Policy Research Centre, Submission to the Inquiry, published May 2024, p 4. 


415 Loyalty and Reward Co, Australian Loyalty Schemes — a Loyalty and Reward Co report for the ACCC, 5 September 2019, 
p 57. 

416 Flybuys Max cost $10 per month (or $99 per year) and gave members access to benefits including a 5% discount on fresh 
produce, free delivery of online orders over $50 and access to a free movie-streaming service: ACCC, Customer Loyalty 
Schemes Report, 3 December 2019, pp 108-109. 


47 Woolworths, Enjoy more with Delivery Unlimited, accessed 22 August 2024. 


418 Everyday Rewards, Everyday Extra, accessed 22 August 2024. 
49 Coles, Coles Plus, accessed 22 August 2024. 
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CHOICE submits (in addition to competition concerns) these subscription programs could 
pose a potential subscription trap, as they usually have an initial free trial period that 
automatically renews.*2° 


Redemption campaigns 


Supermarkets offer redemption campaigns where customers earn collectible items, or 
points or credits which can be redeemed for promotional items (such as glassware or 
cookware), for reaching certain spending thresholds in any given transaction. An example is 
Coles’ Pokémon Builders collectibles campaign which ran during February and March 2024, 
which Coles attributes to helping lift sales in the January-March 2024 quarter, compared to 
the same quarter in 2023.421 


In response to the ACCC’s consumer survey, some consumers expressed concerns with 
these campaigns, including that the money ‘wasted’ on these programs should instead be 
‘put ... into providing lower prices for their customers’, that ‘they lock people into a particular 
supermarket for a few months’, leaving them ‘unable to get better deals at other 
supermarkets’, and that they ‘incentivise people to spend more money than what they would 
usually spend to get over the thresholds to earn extra points/items’. 


Redemption campaigns are not covered further in this report, but we may consider them 
further throughout this inquiry. 


6.3.5. How consumers use and engage with loyalty programs 


The ACCC consumer survey found the majority of respondents (81%) are members of at 
least one supermarket loyalty program.*” This is consistent with submissions and other 
research.4?3 Most respondents use multiple loyalty programs: 51% of respondents indicated 
they are members of 2 or more grocery-related loyalty programs, 30% belong to only one 
program, and 19% do not use any grocery-related loyalty programs.** 


Why respondents use grocery loyalty programs 


The ACCC consumer survey also found, overall, the main reason most respondents use 
loyalty programs is ‘to collect and redeem points for future grocery purchases’, with 60% of 
respondents who use loyalty programs selecting this option. A further 14% of respondents 
selected ‘to collect and redeem points for non-grocery purchases’. 


420 CHOICE, Submission to the Inquiry, published May 2024, p 48. 
421 Coles Group, 2024 Third Quarter Sales Results, April 2024, p 3. 


422 Unless otherwise indicated, the analysis and percentages stated in the rest of this section refers only to respondents who 
indicated they were a member of one or more loyalty programs and therefore only cover up to 81% of the total 
respondents. 


423 See for example CHOICE, Submission to the Inquiry, published May 2024, p 31; R Page, _ ‘What are loyalty schemes like 
Flybuys and Everyday Rewards doing with your data?', CHOICE, 20 December 2021, accessed 22 August 2024; Loyalty 
Pacific, Submission to the Inquiry, published May 2024, p 6; Productivity Commission, Data Availability and Use inquiry 
report, 31 March 2017, p 88. 


424 These figures are approximate. Respondents were asked ‘Do you use any of the following loyalty programs when grocery 
shopping’, including an option for ‘other’ which allowed respondents to write in their answers in a free text box. Some 
respondents wrote in multiple loyalty programs, but for the purposes of this calculation we have treated all responses to 
‘other’ as a single loyalty program. 
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Figure 6.9: The main reason most surveyed consumers use grocery-related loyalty 
programs is to collect and redeem points for future grocery purchases 


The main reason respondents use loyalty programs 
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Source: ACCC consumer survey. 


Meanwhile, 14% of respondents selected ‘to access cheaper prices’ as their main reason for 
using loyalty programs. One of the most direct means by which loyalty program members 
can access cheaper prices through loyalty programs is member-only pricing, which is still an 
emerging trend in the grocery sector and notably not currently offered by Coles. As such, it is 
possible that the importance of accessing cheaper prices through loyalty programs may 
increase if member-pricing is introduced in more stores and becomes a more prevalent 
practice in those where it is already offered. 


This is partially supported by higher proportions of respondents who only use either 
Everyday Rewards or IGA Rewards (and no other supermarket loyalty program) selecting this 
option: 20% and 28%, respectively. Both Everyday Rewards and IGA Rewards offer member- 
only pricing and IGA Rewards appears to have offered it for longer. In comparison, only 4% of 
respondents who only use Flybuys selected this option. 


Perceived impact of loyalty programs of shopping behaviours 


The consumer survey results suggest that most respondents do not perceive loyalty 
programs as having a large impact on their choice of grocery store or product selection. 
However, there remains a sizeable cohort of consumers for whom loyalty programs are 
perceived to be a significant influence. 


For example, in respect of grocery store choice, almost half of respondents (47%) reported 
that loyalty programs do ‘not at all’ influence their choice of grocery store. A further 36% said 
loyalty programs ‘somewhat influence their choice of grocery store. However, 17% said that 
loyalty programs influence their store choice ‘a lot’. Likewise, 25% of respondents included 
‘customer loyalty program’ among the factors affecting their choice of main grocery store. 


Similarly, in respect of product selection, most consumers (52%) said that they consider 
loyalty program benefits or member-only prices ‘only if it is an item | would purchase 
otherwise’, and a further 24% said they do not consider loyalty program benefits at all. 
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However, 25% of respondents said they are somewhat or much more likely to purchase an 
item due to loyalty program benefits. 


The survey also asked respondents to report how many stores they typically visit when doing 
household grocery shopping for a typical week, and the results showed no material 
differences between respondents who are loyalty program members and those who are not. 
Despite this, respondents who are loyalty program members reported increased price 
comparison behaviour before shopping and are more likely to do the majority of their weekly 
grocery shopping in a single transaction. This may suggest loyalty program members are 
more likely to be ‘big basket’ shoppers and therefore are comparing store prices for an 
indication of the whole-of-basket cost, rather than at the individual product level. 


This is consistent with free text responses to the survey, especially from respondents who 
are offered a discount of 10% on one shop each month through a premium loyalty program 
or supermarket-affiliated mobile or insurance plan. Many such respondents submitted they 
do one big shop monthly, including purchasing bulk amounts of non-perishables and the 
more expensive household items in order to maximise the utility of this discount. 


There were no noteworthy differences to loyalty program usage rates, reasons for using 
loyalty programs, nor perceived impacts of loyalty programs on shopping behaviours based 
on respondents’ reported household income levels. 


Why some respondents do not use grocery loyalty programs 


Of the respondents who do not participate in any grocery loyalty programs, almost half 
(49%) reported the reason is that they ‘don’t want grocery stores to collect my data’. The 
next most common responses were that they ‘don’t provide enough value’ (25%) and ‘no 
particular reason’ (10%). 


6.3.6. Potential impacts of loyalty programs on consumers 


The ACCC has not reached a view on whether, or the extent to which, particular features of 
supermarket loyalty programs benefit consumers or raise concerns. We will further consider 
the impacts of loyalty programs in the supermarket industry in the Final Report. 


Some of the concerns raised about loyalty programs relate to the collection and use of 
consumer data. As data and privacy issues are not confined to loyalty programs, they are 
discussed further in section 6.4. 


Potential benefits of loyalty programs for consumers 


In general, loyalty programs may benefit consumers who are members by providing rewards 
such as discounts on products and services and access to exclusive offers. Members 
may receive these benefits on purchases they would have otherwise made. Members may 


425 28% of respondents who are members of loyalty programs said they ‘always’ compare prices between stores before 
shopping, compared to 16% of non-loyalty member respondents. While both non-members and members reported similar 
levels of comparing store prices on ‘a selected number of products [they] need that week’ (45% and 46%, respectively), a 
higher proportion of loyalty program members (17%) reported comparing prices on a ‘wide range of products | need that 
week’, compared to 11% of non-member respondents). 52% of respondents who are loyalty program members indicated 
they ‘do one large weekly shop and a few smaller top up shops’ through the week compared to 44% of non-loyalty program 
members; 21% of loyalty program members said they ‘do a number of smaller shops throughout the week, compared to 
32% of non-loyalty program members. 


426 Loyalty & Reward Co, Australian Loyalty Schemes — a Loyalty and Reward Co report for the ACCC, 5 September 2019, p 4. 
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also benefit from personalised marketing through loyalty programs, such as emails which 
are tailored to the member's individual profile to increase their relevance and usefulness.*?’ 


Coles submits ‘Flybuys helps customers to save money through individual offers, earning 
rewards on every dollar they spend in our supermarkets and by collecting points through our 
network of partners’.47® 


Similarly, Woolworths submits its loyalty program ‘offers customers a way to get a little 
more value by earning and redeeming points when they shop in-store and online at 
Woolworths and partners’ and that it ‘delivers hundreds of millions of dollars in savings to 
members every year’.42? Further, Woolworths submits that in the financial year 2023 it 
returned an estimated $289 million to its members who redeemed their Everyday Rewards 
points.*%° 


Loyalty Pacific submits ‘Flybuys collects data from its members to better understand their 
specific preferences and in exchange, members gain access to rewards through the 
awarding of points and special offers not readily available to non-members. This is a 
mutually beneficial value exchange, which enables campaigns and offers from partners to 
be delivered to those members who are most likely to find those offers relevant, while also 
providing members with the tangible benefit of points that they can use to obtain a variety of 
rewards’.43! 


Metcash submits that ‘loyalty/benefits programs are factors that consumers will consider in 
making purchasing decisions’ and that [its] analysis shared with retailers indicates that the 
basket size of an IGA Rewards member is larger than the basket size of a standard IGA 
shopper. This is consistent with consumers considering there are benefits associated with 
loyalty’.492 


Potential harms of loyalty programs to consumers 

We outline below the potential for loyalty programs to adversely impact consumer decision- 
making through: 

1. the use of complex reward structures or terms and conditions, and personalised offers 


2. consumers feeling pressured to join loyalty programs against their preferences to obtain 
the lowest prices. 


Impacts on consumer decision-making 


Research suggests loyalty programs can significantly alter consumer behaviour. Members 
of effective loyalty programs may purchase more frequently, choose that store or brand over 
its competitors more frequently, are more willing to recommend the brand to others, and are 
more willing to pay a premium for loyalty points and enhanced loyalty status.*°? 


427 Loyalty & Reward Co, Australian Loyalty Schemes — a Loyalty and Reward Co report for the ACCC, 5 September 2019, p 4. 


428 Coles, Submission to the Inquiry, published May 2024, p 25. 
429 Woolworths, Submission to the Inquiry, published May 2024, p 13. 


430 Woolworths, Submission to the Inquiry, published May 2024, p 37. 
431 Loyalty Pacific, Submissions to the Inquiry, published May 2024, p 6. 


432 Metcash, Submission to the Inquiry, published May 2024, p 10. 

433 K Swaminathan et al., ‘Introducing the Australian Consumer Loyalty Survey’, 2 February 2023, McKinsey & Company, 
accessed 22 August 2024. See also, for example, Loyalty & Reward Co, Australian Loyalty Schemes — a Loyalty and 
Reward Co report for the ACCC, 5 September 2019, pp 3-4. 
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Research previously commissioned by the ACCC also indicates that, in general, loyalty 
programs are carefully designed using psychological insights, aiming to increase spending 
and consumer stickiness and decrease price sensitivity.**4 The key psychological insights 
applied to loyalty program design are considered in detail in the ACCC’s Customer Loyalty 
Schemes Report.*?° 


The NZCC also found that loyalty programs with complex reward structures and terms and 
conditions may interfere with some consumers’ ability to make purchasing decisions in- 
store.*%° 


We are therefore interested in understanding whether consumers are properly informed 
about supermarket loyalty programs’ practices, terms and conditions, especially about how 
to receive the benefits advertised. 


Inadequate or complex information may make it hard for consumers to accurately 
assess the value of loyalty program participation 


One way by which loyalty programs may lead to worse outcomes for consumers is through 
complex reward structures that make it harder for consumers to accurately assess value. If 
consumers are not adequately informed about a loyalty program's policies, operations and 
terms and conditions, they may not be able to make fully informed decisions about whether 
they wish to participate in the loyalty program and, if so, how to optimise the potential 
benefits of participation. 


In particular, the recent rise in ‘boosters’ or ‘bonus points’ for buying certain products or 
spending certain amounts, while providing more rewards to members in certain 
circumstances, may also make it more difficult for consumers to accurately value loyalty 
program points. This in turn makes it harder for consumers to assess whether they would be 
better off shopping around between stores or products, rather than prioritising amassing 
points under one or more loyalty programs. 


This is relevant given the results of the ACCC’s consumer survey, outlined in figure 6.9, 
which suggest that collecting loyalty points to redeem for future grocery purchases is 
currently the main reason most consumers use grocery-related loyalty programs. 


UpUp submits ‘loyalty programs and subscription services are designed to create higher 
customer stickiness and reduce the incentive consumers to shop around for better prices’. It 
submits that customers need to earn 2,000 points by spending $2,000 (when bonus points 
are excluded) to obtain a $10 shopping voucher through a loyalty program, whereas 
consumers could save $10 in a much shorter timeframe by using price transparency tools 
such as price comparison apps or websites.*°” 


Further, a small number of survey respondents expressed the view that offers of bonus 
loyalty points for purchasing specific products rarely coincide with that product being on 
special and that the value of the points offered are much lower than the potential savings 
from waiting for the product to go on special. One respondent reported that ‘the points 
bonus is so laughably low in terms of real monetary value that it is cheaper not to purchase 


434 Loyalty & Reward Co, Australian Loyalty Schemes — a Loyalty and Reward Co report for the ACCC, 5 September 2019, 
pp 19-22. 


435 ACCC, Customer Loyalty Schemes - Final Report, pp 18-19, based on Loyalty & Reward Co, Australian Loyalty Schemes - 
a Loyalty and Reward Co report for the ACCC, 5 September 2019. 


436 NZCC, NZCC Grocery Market Study Final Report, 8 March 2022, p 268. 
437 UpUp, Submission to the Inquiry, published May 2024, pp 3-4. 
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the nominated product and instead wait for the product to go on special and then purchase 
with no rewards offer applied’. 


By contrast, other respondents reported being influenced by bonus point offers. For 
example, one survey respondent reported they ‘look for options that help me get more points 
for Christmas’. Another respondent reported ‘[t]he Woolworths rewards app also influences 
the way | shop as | look at what items may give me ‘bonus’ points and this may influence me 
to buy more than one of those items or to buy those items this week instead of the following 
week’. 


Numerous respondents expressed concern with loyalty program offers having complex or 
unclear requirements. Some concerns related to the need to ‘activate’ or ‘boost’ offers in the 
app to receive the benefits or offers, while others related to the need to meet certain 
spending thresholds for multiple weeks in row to qualify for a benefit. 


Some respondents submitted they need to spend a lot of time paying attention to the loyalty 
program offers to benefit from the offered discounts. This included the requirement to 
‘activate’ offers within loyalty programs, which ‘forces [the consumer] to keep checking 
emails from [the loyalty program] and their app’. 


For example, one respondent submitted that a personalised offer has ‘the effect of reducing 
total consumer surplus, but it also introduces additional search costs for consumers, who 
would need to wade through advertising, convert ‘points’ into dollars, and read the fine print 
in order to extract value from the supermarket loyalty programs’. 


The impact of personalised offers and communications through loyalty programs on 
consumers 


Loyalty program apps, through which many of the offers such as ‘boosters’ must be 
accessed, provide loyalty programs with increased and more immediate access to 
members.**8 This may allow supermarkets to utilise personalised offers and 
communications more effectively. 


The personalisation of communications and offers through loyalty programs may take 
different forms, including bonus points offers and discounts, some of which may be subject 
to the member meeting certain requirements such as spending thresholds. This may benefit 
members by recommending products that are relevant to them which they may like and 
through lower prices. However, this also may make it more difficult for consumers to 
compare prices and assess value (particularly across entire baskets of products), increasing 
the complexity of consumer purchasing decisions. 


Many respondents to the ACCC’s Consumer Survey expressed concern with loyalty program 
offers, including: 


= the timing of offers seems designed to increase spending rather than offer real value or 
rewards, frequently offering bonus points on items members have just purchased and 
won't need to re-purchase for a fortnight or a month, or offering discounts within days of 
the member's last grocery shop which expire before they would ordinarily next do their 
main grocery shop 


= offers decreasing in value over time or when members frequently scan their cards. For 
example, one respondent reported they ‘offer bigger incentives to new customers than to 
old - i.e., it's effectively a disloyalty program’. 


438 See, for example, Everyday Rewards, Get the best of Everyday Rewards in your pocket, accessed 22 August 2024. 
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CHOICE submits personalised features ‘are likely to reduce the power and position of 
consumers by reducing price transparency’ and noted the ACCC’s Customer Loyalty 
Schemes Report stated ‘the combination of point-based offers with consumer contracts that 
are inherently complex or involve opaque pricing and discounting practices can increase 
existing difficulties for consumers to evaluate the actual value of the contract and make 
meaningful comparisons with competing products and services’.*°° 


CHOICE further submits that ‘[i]n the future, supermarkets could extend personalised prices 
based on customer preferences, habits, location, or demographics. In this scenario, 
consumers will lack genuine transparency on the price of goods, preventing price 
comparison between supermarkets, and may face intensified discriminatory pricing’.*“° 


However, Loyalty Pacific submits ‘independent research ... indicates that customers not only 
want a degree a personalisation to be provided by loyalty programs but are dissatisfied that 
not enough personalisation is currently provided’ and ‘the degree of personalisation that is 
possible through the data collection and targeted advertising undertaken by loyalty 
programs is limited’.“*' 


As targeted advertising has a broader relevance beyond loyalty programs, it is discussed 
further below in section 6.4. 


Consumers may be penalised for not participating in loyalty programs or 
feel compelled to participate 


Given the value of consumer data and loyalty to retailers, consumers may be disadvantaged 
for not participating in loyalty programs. This may occur because the consumers who 
choose not to participate may pay higher prices as they will not be able to benefit from 
initiatives such as member-only prices. 


Many respondents to the ACCC consumer survey expressed concern they are being 
penalised for not participating in loyalty programs. For example, one respondent stated ‘I 
resent the fact that if | do not sign up for the loyalty program, | subsidize discounts for 
others, so effectively pay more than other customers with nothing in return’. 


A similar concern was expressed in relation to premium loyalty programs. For example, one 
respondent stated ‘[e]ven as a loyalty card member, | don’t think other customers should be 
disadvantaged because they can’t spare the money to join. It feels like an excuse to raise 
prices for the majority of customers under the guise of ‘bonuses’ for the smaller pool of 
members’. 


This raises a concern that consumers may feel they no longer have a real option to not 
participate in loyalty programs due to these perceived penalties. Many respondents 
expressed feeling ‘pressured’, ‘compelled’, or ‘forced’ to join loyalty programs to reduce 
costs, particularly following the introduction of member-only prices. 


Many respondents also expressed concerns that supermarkets may be inflating non- 
member prices, rather than the member-only prices being a true discount off the standard 
price. For example, one respondent submitted ‘[b]ecoming a member didn’t save me money, 
as a member | still get it for the price | usually pay but would have cost me more if | didn't 
become a member so it felt like you had no choice’. 


439 CHOICE, Submission to the Inquiry, published May 2024, pp 33-34. 


440 CHOICE, Submission to the Inquiry, published May 2024, p 34, citing J Baldwin, _ ‘Retail tech and how it's affecting you’, 
CHOICE, 10 May 2023, accessed 22 August 2024. 


441 Loyalty Pacific, Submission to the Inquiry, published May 2024, p 7. 
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Respondents expressed unease with needing to sign up to loyalty programs to obtain 
cheaper prices for groceries. For example, one respondent stated that they were 
‘uncomfortable at the fact that | need to sacrifice personal data in order to get a rewards 
card in order to access discounted grocery items in a cost of living crisis’. 


Another stated that needing to sell your personal information to supermarket rewards 
programs to get discounts is unfair, and that ‘consumers should have the right to privacy, 
even if they're poor’. Many stated that member-only prices or loyalty programs are unfair or 
should be banned. 


Concerns raised by stakeholders about member-only prices are outlined earlier in this 
section. Further, CHOICE submits that 79% of respondents to its April 2024 survey on 
consumer views on loyalty programs said it’s unfair for supermarkets to charge people more 
for certain grocery items if they don’t sign up to their loyalty programs. The specific concerns 
noted by respondents include suspicion of inflated base prices, a perception of points 
devaluation over time and unfair treatment of non-members.*42 


CHOICE consequently submits that the ACCC should recommend the government ban 
supermarkets’ use of app-only and member-only discounts on essential items, which could 
include basic products such as fruit, vegetables, milk, bread, baby formula, sanitary items 
and pharmaceuticals.*4? 


Impacts on disadvantaged and vulnerable consumers 


We are considering whether disadvantaged or vulnerable consumers are facing additional 
concerns relating to loyalty program practices, such as whether loyalty programs are 
resulting in segmentation of customers in a way that causes detriment to vulnerable or 
disadvantaged groups of consumers. 


On this issue, CHOICE submits: 


= ‘Price discrimination may also disproportionately affect consumers without access to a 
smartphone but wish to access the lowest possible price’.*“4 (Respondents to the ACCC 
Consumer Survey also expressed concern that consumers without access to smart 
phones may be excluded from offers). 


= ‘Member-only pricing also potentially discriminates against people experiencing 
homelessness as both Everyday Rewards and Flybuys require the customer to have a 
fixed address. Those without a fixed address are already experiencing acute 
disadvantage and will be further disadvantaged if they can’t access products and 
essential items at the cheapest price’.44° 


= ‘Young people also face potential exclusion from accessing lower prices through reward 
schemes, as those under 16 are not able to join the Flybuys program and those under 18 
can only join the Everyday Rewards program with permission from a parent or 
guardian’.“° 


442 CHOICE, Submission to the Inquiry, published May 2024, p 34. 
443 CHOICE, Submission to the Inquiry, published May 2024, p 35. 
444 CHOICE, Submission to the Inquiry, published May 2024, p 34. 
445 CHOICE, Submission to the Inquiry, published May 2024, p 35. 
446 CHOICE, Submission to the Inquiry, published May 2024, p 35. 
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6.3.7. Options to address concerns 


We have not formed a view as to whether any supermarket loyalty programs practices raise 
concerns. However, in general, the ACCC supports the introduction of an unfair trading 
practices provision into the Australian Consumer Law and we will consider whether any 
potentially concerning practices related to loyalty programs could be addressed by such a 
provision.**” 


CHOICE and FARE express support for a prohibition on unfair trading practices in their 
submissions.“ 


6.4. Data and privacy concerns 


The overlaps between competition, consumer protection and data collection and privacy 
issues are well documented through the ACCC’s work on digital platform markets. As noted 
in the ACCC’s 2019 Digital Platforms Inquiry - Final Report, transparency over the collection 
and use of data is important, but not enough; consumers must be able to not only 
understand what data is being collected and how it will be used, but also be able to exercise 
real choice and meaningful control. That is, Australian consumers are better off when they 
are both sufficiently informed about the collection and use of their data, and have sufficient 
control over their data.**° 


6.4.1. The value of consumer data 


Consumer data has various potential commercial uses for businesses, including: 
= increasing sales through targeted advertising and offers 

= consumer analysis and risk assessment 

= provision of personalised services 


= product improvement and development.*°° 


Given the variety of uses of consumer data, it can have substantial economic value.**' This 
may incentivise businesses to increasingly collect greater volumes of consumers data and 
to persuade consumers to permit this.*°? 


6.4.2. Data practices of supermarkets 


Supermarkets collect and use data in several ways. While loyalty programs are an important 
source of consumer data, they are not the only source. There are a number of other ways 
retailers can collect such data, including through in-store point-of-sale systems and 
consumers’ use of online stores or mobile apps for browsing and shopping. 


447 Treasury, Unfair trading practices — Consultation Regulation Impact Statement, November 2023. This page provides a link 
to the submissions, including the submission from the ACCC. 


448 CHOICE, Submission to the Inquiry, published May 2024, p 36; Foundation for Alcohol Research and Education, Submission 
to the Inquiry, published May 2024, p 4. 


49 ACCC, Digital Platforms Inquiry — Final Report, 26 July 2019, p 22. 
450 CMA, The commercial use of consumer data: Report on the CMA’s call for information, June 2015, p 50. 


451 OECD Secretariat, Consumer Data Rights and Competition — Background note, 29 April 2020, p 19. 
452 K Kemp, Concealed Data Practices and Competition Law: Why Privacy Matters, European Competition Journal (2020), p 10. 
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Supermarkets may be able to enrich consumer data from loyalty programs or other internal 
sources by linking it with data from external sources, such as data obtained through data 
brokers or data-sharing platforms.*° 


Data enrichment may facilitate deeper insights about consumers which in turn enable 
targeted advertising and personalised marketing, or improve retailer offerings.*™ Retailers 
may also share insights derived from the data with other partners or third parties.*°° In the 
case of Coles and Woolworths, this may also include their related media businesses, 
Coles360 and Cartology, respectively, which provide services for third party advertising to 
their customers.*°° 


CHOICE submits supermarkets ‘have invested heavily in data-driven technology to protect 
and grow their revenue and market share’, and that ‘due to the size and significance of 
supermarkets, they have a considerable reach and impact’.*°” 


CHOICE further submits that ‘loyalty schemes provide highly valuable first-party consumer 
data’ which, when aggregated, ‘can be analysed to understand patterns of purchasing across 
time and space, the effect of prices on costs and profits, local market positions, efficient 
warehousing and logistics and opportunities for growth’.4°° 


Sources and methods of data collection 


In general, there are several ways businesses, including supermarkets, may collect data from 
consumers. An overview of some of these is provided in box 6.7. 


Box 6.7: Overview of common data sources for retailers 


« Data actively provided by the consumer - this may include information about the 
consumer's name, date of birth, contact details, preferences collected through loyalty 
programs, data from surveys conducted by supermarkets or loyalty program operators, 
and transaction information obtained in connection to the consumer’s purchases 
made in-store, online or through a supermarket app. 


Supermarket loyalty programs may also ask consumers for information about the 
number of people in the consumer’s household, if they have any pets, and their internet 
and shopping habits, as part of the loyalty program sign-up process.*°? 


= Data passively collected from the consumer — passive data includes data obtained 
from a range of sources, such as website and app usage data, or tracking cookies.4° 


453 ACCC, Customer Loyalty Schemes Report, 3 December 2019, pp vii. 
454 ACCC, Customer Loyalty Schemes Report, 3 December 2019, pp vii. 


455 ACCC, Customer Loyalty Schemes Report, 3 December 2019, pp vii. 

456 See Coles 360, Coles 360, accessed 22 August 2024; Cartology, Cartology, accessed 22 August 2024. 
457 CHOICE, Submission to the Inquiry, published May 2024, p 30. 

458 CHOICE, Submission to the Inquiry, published May 2024, p 31. 


459 ACCC, Customer Loyalty Schemes Report, 3 December 2019, p 115; Loyalty Pacific, Submission to the Inquiry, published 
May 2024, p 5. See for example Coles Group Privacy Policy, December 2023, pp 3-5; Woolworths Group, Privacy Policy 
section 2, accessed 22 August 2024. See also Flybuys, Privacy Policy, pp 2-4, accessed 22 August 2024; Everyday 
Rewards, Collection Notice, accessed 22 August 2024. 

460 ACCC, Customer Loyalty Schemes Report, 3 December 2019, pp 115-116. See, for example, Flybuys, Privacy Policy, p 3—4, 
accessed 22 August 2024; Everyday Rewards, Collection Notice, accessed 22 August 2024; Coles Group, Privacy Policy, 
December 2023, p 4. 
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= Data obtained through third-party sources — this would typically include data obtained 
through data brokers and data-sharing platforms. It may also include data from 
publicly available sources such as social media accounts.*°" 


« Inferred or derived data from a combination of data sources — this includes data 
created by processing and combining existing data which otherwise could not readily 
be identified in the original dataset.*° 


Loyalty Pacific submits businesses have adopted a number of technological tools that may 
supplement and/or diminish reliance on loyalty program data. This may include surveillance 
and monitoring technologies including technology to track consumers in-store via Wi-Fi and 
Bluetooth pings from their mobile phones, and device fingerprinting and cross-device 
targeting to track consumers across their various personal devices.*© 


Loyalty Pacific further submits these technologies ‘have the capability to greatly increase the 
capacity of organisations to understand customers and their preferences’.* 


We are not currently aware whether, or to what extent, supermarkets are using these tools. 
However, we are aware that some supermarket privacy policies or terms and conditions now 
refer to the collection of video and audio data from surveillance technologies including 
CCTV and body-cameras worn by staff or technology to track consumers’ movements 
throughout stores using ‘mobile phone technology’.* 


Additionally, CHOICE submits it is unclear whether the major supermarkets and loyalty 
programs have ended the practice of linking payment cards to loyalty program profiles, 
which allows them to track purchases even if a loyalty card is not scanned (which the 
ACCC’s Customer Loyalty Schemes Report recommended should be ceased). CHOICE 
submits the ACCC should investigate this.*° 


Loyalty Pacific further submits its ‘data analytics practices in respect of member data have 
not substantively changed since the release of the ACCC Loyalty Report’ and that the ‘tools 
and technologies currently available to all organisations (irrespective of whether they have 
access to loyalty program data) are becoming increasingly effective in building customer 
profiles and targeting advertising to customers’.*°” 


Disclosure of data collection practices 


Supermarkets each have various privacy policies and terms and conditions relating to their 
collection and use of data, including: 


= Woolworths - a group privacy policy which applies to consumers whether they are 
shopping or browsing in-store or through Woolworths Group websites or apps,*° in 


461 ACCC, Customer Loyalty Schemes Report, 3 December 2019, p 117; Loyalty Pacific, Submission to the Inquiry, published 
May 2024, p 6. See also ACCC, Digital Platform Services Inquiry Eighth Interim Report, 21 May 2024, p 44. See especially 
Coles Group, Privacy Policy, December 2023, p 5; Woolworths Group, Privacy Policy, section 2, accessed 22 August 2024. 


462 ACCC, Digital Platform Services Inquiry Eighth Interim Report, 21 May 2024, p 14. See, for example, Coles Group, Privacy 
Policy, December 2023, p 5; Woolworths Group, Privacy Policy, section 7, accessed 22 August 2024. 


463 Loyalty Pacific, Submission to the Inquiry, published May 2024, p 5. 
464 Loyalty Pacific, Submission to the Inquiry, published May 2024, p 5. 


465 ALDI, Respecting your privacy, accessed 22 August 2024; Coles Group, Privacy Policy, December 2023, p 4; Woolworths, 
Collection Notice, accessed 22 August 2024; Woolworths Group, Privacy Policy, section 2, accessed 22 August 2024. 


466 CHOICE, Submission to the Inquiry, published May 2024, pp 38, 45. 
467 Loyalty Pacific, Submission to the Inquiry, published May 2024, p 7. 
468 Woolworths Group, Privacy Policy, accessed 22 August 2024. 
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addition to terms and conditions applying to consumers who shop online or through its 
app and a collection notice applying to consumers both online and in-store.*°? 


= Coles - a group privacy policy which applies across apps, online and in-store shopping, 
in addition to both ‘website terms and conditions governing the users of the Coles 
website’ and a ‘customer agreement’ which applies to consumers when they shop using 
the Coles website or the Coles App.*”° 


= ALDI - an overarching privacy policy which includes consumers shopping in-store and 
terms and conditions which apply to its website.“ 


= IGA/Metcash - a privacy policy covering in-store and online activities, as well as website 
terms and conditions.*”2 


These are in addition to separate loyalty program or subscription program terms and 
conditions or website ‘cookie’ policies that may also apply. 


6.4.3. Potential concerns arising from data collection and use 


The ACCC has published a body of work around the concerns and potential harms stemming 
for data collection and use more generally. The ACCC’s Report on Data Products and 
Services — How Information is Collected and Used by Data Firms in Australia identified the 
following harms which may arise from businesses’ use of consumer data: 


= risks arising from data re-identification 
= potential for discrimination and exclusion 


= use of consumer data to facilitate scams and frauds (through data breaches or other 
data security incidents, or as a result of being sold or acquired without sufficient due 
diligence).47° 


Some of these may be relevant to supermarket data practices. For example, CHOICE 
submits that a loyalty program data breach could cause ‘significant and widespread harm’, 
which would include costs to consumers including financial detriments such as identity 
fraud and scam and non-financial detriments such as harm to health and safety and 
reputational injury.4”4 


In respect of data privacy, our view is that while consumers have different privacy 
preferences, all consumers are better off when they are sufficiently informed and have 
sufficient control over their user data, enabling them to make genuine choices that align with 
their privacy and data collection preferences.*’° 


CHOICE submits its national research recently found that ‘65% of consumers do not trust 
businesses to use their data responsibly, while 78% are concerned about their data being 
sold to data brokers and 70% are concerned about their data being used in automated 


469 Woolworths, Woolworths Online and Everyday Market from Woolworths Terms and Conditions, accessed 22 August 2024; 
Woolworths, Woolworths Online and In Store Collection Notice, accessed 22 August 2024. 


470 Coles Group, Privacy Policy, December 2023; Coles, Website terms and conditions, accessed 22August 2024; Coles, 
Customer Agreement, accessed 22 August 2024. 


471 ALDI, Terms and Conditions, accessed 22 August 2024. ALDI, Privacy Policy, accessed 22 August 2024. 


472 Metcash, Privacy Policy, accessed 22 August 2024; IGA, IGA General Terms and Conditions, accessed 22 August 2024. 
4733 ACCC, Digital Platform Services Inquiry Eighth Interim Report, 21 May 2024, pp 104-111. 


474 CHOICE, Submission to the Inquiry, published May 2024, p 37, citing the ACCC, Customer Loyalty Schemes Report, 
3 December 2019, p 78. 


475 See for example ACCC, Digital Platform Services Inquiry Eighth Interim Report, 21 May 2024, p 96. 
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decision-making’.*”° A study conducted by the Consumer Policy Research Centre has also 
found that 94% of consumers are uncomfortable with how their personal information is 
collected and shared online.*”” 


Data collection and use practices may not be sufficiently transparent nor 
allow consumers to make fully informed decisions 


The ACCC has previously found: 


= consumers are generally not aware of the extent of data that is collected nor how it is 
collected, used and shared by digital platforms 


= this is influenced by the length, complexity and ambiguity of online terms of service and 
privacy policies 


= digital platforms tend to understate to consumers the extent of their data collection 
practices while overstating the level of consumer control over their data.*”8 


Additionally, during the Customer Loyalty Scheme Review, we found many consumers: 


= tend to treat the present as much more important than the future (referred to as 
‘hyperbolic discounting’), and tend not to invest time and energy in tasks that are not 
intrinsically satisfying or that they can avoid, such as reading loyalty programs’ terms 
and conditions or lengthy correspondence 


= do not have the capacity, time or motivation to recognise and evaluate all the available 
information they encounter—particularly when faced with an ‘information overload’ in the 
form of lengthy or complex terms and conditions or correspondence.*”? 


Concerns raised in submissions to the Issues Paper reflect the findings above relating to 
digital platforms. They include that consumers often have ‘little awareness of how [their] 
data will be used, how long it will be kept, or its actual value’,*°° and feel ‘there is a lack of 
transparency about how supermarkets use the that data they collect’ including about how 
long the data is kept, what security measures are in place to protect it, and details about who 
it is shared with.*! 


CHOICE submits Coles and Woolworths run a number of subsidiary services outside their 
traditional grocery business (including insurance, loans, mobile, and advertising businesses) 
as well as partnering with third parties in their loyalty programs. It submits ‘this type of data 
sharing raises significant privacy concerns, particularly as consumers likely do not expect 
their shopping data to be shared with financial and insurance services’.*°2 


476 CHOICE, Submission to the Inquiry, published May 2024, pp 30-31. 

477 Consumer Policy Research Centre, CPRC 2020 Data and Technology Consumer Survey, 7 December 2020, p 15. 

478 ACCC, Digital Platforms Inquiry - Final Report, 26 July 2019, p 23; ACCC, Digital Platform Services Inquiry Eighth Interim 
Report, 21 May 2024, p 95. See also Consumer Policy Research Centre, Not a fair trade: Consumer views on how 
businesses use their data, March 2023, p 10; Mi3, Aussies face 10-hour privacy policy marathon, finds study, 

6 November 2023, accessed 22 August 2024; Consumer Policy Research Centre, CPRC 2020 Data and Technology 
Consumer Survey, 7 December 2020, accessed 22 August 2024. 


479 ACCC, Customer Loyalty Schemes Report, 3 December 2019, p 23. 
480 Combined Pensioners and Superannuants Association of NSW, Submission to the Inquiry, published May 2024, p 6. 


481 Dr Carina Garland MP, Submission to the Inquiry, published May 2024, pp 9-10; See also, CHOICE, Submission to the 
Inquiry, published May 2024, p 37. 
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In contrast, Loyalty Pacific submits its use of member data to better understand its 
members’ specific preferences is ‘well understood by individuals who join the program’ and 
that it is a ‘core part of the value proposition Flybuys offers members’.*°? 


Likewise, Woolworths submits it is ‘committed to keeping [its] customers’ personal 
information safe and secure and using it responsibly’ and that ‘Woolworths knows how 
important privacy is to [its] customers and has established a Privacy Centre where 
customers can find out in plain English how personal information is handled by 
Woolworths’.*84 


Most respondents to the ACCC’s consumer survey indicated they do not have a good 
understanding of how their data is used when it is collected through supermarket loyalty 
programs. 


Overall, 8% of respondents reported they didn’t know their data was collected’, 24% said they 
‘don’t know how their data is used, and 28% said they understand a little how it is used. 28% 
of respondents reported they understand mostly how their data is used and only 12% said 
they ‘understand exactly’ how it is used. Further, it is possible that respondents may have 
overestimated their understanding of data collection and use.*°° 


Free text responses to the survey expressed uncertainty about what supermarkets are doing 
with the data collected from loyalty programs and surveillance technologies, particularly in 
relation to ‘unclear data sharing practices’. For example, one respondent expressed concern 
with ‘how [their] personal information and shopping habits are being monitored and 
potentially sold or spread’. Many respondents also expressed a lack of trust in supermarkets 
to adequately protect the data they collect and to only use it ‘responsibly’. 


According to research conducted by the Consumer Policy Research Centre, 52% of 
consumers find it time-consuming to protect their privacy online and 49% find it 
frustrating.*%° 


Consumers may lack meaningful choice and control 


We consider it important that consumers have sufficient choice and control over whether 
and how their data is collected, used and shared by supermarkets and loyalty program 
operators. 


A recent survey by the Office of the Australian Information Commissioner (OAIC), the 
Australian Community Attitudes to Privacy Survey 2023, found 84% of Australians surveyed 
want more control and choice over the collection and use of their information.*®’ In its 
submission to the issues paper for the ACCC's March 2024 Report on Data Products and 
Services, the OAIC submitted that ‘even where individuals do read privacy policies and 
collection notices, they may feel resigned to consent to the use of their information to 
access online services as they do not feel there is any alternative’.48° 


483 Loyalty Pacific, Submission to the Inquiry, published May 2024, p 6. 
484 Woolworths, Submission to the Inquiry, published May 2024, p 37. 


485 See for example CMA, Online Platforms and digital advertising interim report (18 December 2019) Appendix G ‘Summary 
of research on consumers’ attitudes and behaviour’ pp 4-5. 


486 Consumer Policy Research Centre, Not a fair trade: Consumer views on how businesses use their data, March 2023, p 10. 


487 Office of the Australian Information Commissioner, Australian Community Attitudes to Privacy Survey 2023, p 6. 


488 Office of the Australian Information Commissioner, Submission to the ACCC Digital Platform Services Inquiry Eighth 
Interim Report, published September 2023, p 14. 
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A recent Consumer Policy Research Centre study on Data Privacy Perspectives (conducted 
in September 2023) found the majority of Australians do not feel in control of their personal 
information. More than 70% of consumers believed they have very little or no control over 
what personal information online businesses share with other businesses.*°? 


Consumer Policy Research Centre research also found that ‘only 7% of consumers agree 
that companies give consumers real choices to protect their privacy online’ and consumers 
reported finding several aspects of navigating privacy protections unfair, including: 


= being required to accept a Privacy Policy that lets a company share consumer data with 
another company where it’s not necessary to deliver the product or service (65% of 
consumers found it ‘very unfair’ or ‘unfair’) 


= being required to supply more personal information than is necessary to deliver the 
product or service (64% of consumers reported this was ‘very unfair’ or ‘unfair’)4%° 


Some consumers may not have a real choice to opt out of some of the avenues used by 
supermarkets to collect personal data. This is discussed in section 6.3.6, in relation to 
loyalty programs in the context of member-only pricing, but it may also apply to online or 
app-based shopping. Consumers may therefore engage with these data collection avenues 
despite it contradicting their preferences in respect of personal data collection. 


6.4.4. Use of data for targeted advertising 


Targeted advertising to consumers based on profiling may result in general annoyance 
through to instances of greater potential harm, such as alcohol and tobacco advertisements 
being served to minors or those affected by substance abuse who may be more susceptible 
to such messaging.*°' This may be due to aggregation and segmentation rather than these 
advertisements being intentionally served to such individuals. However, targeted advertising 
may also be valued by some consumers, particularly those who prefer receiving more 
relevant or personalised communications and offers.*°7 


A research study conducted by the Consumer Policy Research Centre found that 46% of 
Australians are not comfortable with companies targeting advertising to them based on their 
online behaviour (such as what a person may have previously viewed, searched for, 
purchased or discussed via a messaging app). A further 13% were comfortable only if they 
had opted into such advertising. In addition, 49% of Australians were not comfortable with 
companies targeting them based on their personal characteristics (such as gender, age, 
income or location), and a further 29% were comfortable only if they had opted in.*°° 


Several stakeholders raised concerns about supermarkets’ use of consumer data for 
targeted advertising. 


CHOICE, citing research, submits almost 3 quarters of Australians described targeted 
advertising as intrusive; and less than a tenth of Australians felt comfortable with being 
targeted with advertising without prior permission. It further submits targeted advertising 


489 K Kemp et al., Singled Out - Consumer understanding — and misunderstanding — of data broking, data privacy, and what it 
means for them, CPRC and UNSW Sydney, February 2024, p 4. 


490 Consumer Policy Research Centre, Not a fair trade: Consumer views on how businesses use their data, March 2023, p 10. 
497 ACCC, Digital Platform Services Inquiry Eighth Interim Report, published May 2024, p 102. 
492 See, for example, NZCC, NZCC Grocery Market Study Final Report, 8 March 2022, p 306. 


493 Consumer Policy Research Centre, Not a fair trade: Consumer views on how businesses use their data, March 2023, 
pp 12-13. 
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‘can manipulate consumer choice and can even recommend unhelpful or harmful 
products’.4%4 


In relation to supermarket loyalty programs specifically, CHOICE submits both Woolworths’ 
and Flybuys’ privacy policies allow the use of personal data for third party advertising, noting 
Coles and Woolworths both operate advertising platforms for third party use.*?° 


AMES Australia submits data collection from loyalty programs has led to ‘targeted 
advertising that encourages consumers to spend more than they normally would’.4%° 


FARE submits ‘supermarkets are exploiting people’s data to target them with aggressive 
marketing and pricing strategies, such as ‘forcing people to join loyalty programs to access 
lower prices and discounts, enabling collection and sharing of their data for targeted alcohol 
advertising’.*%” 


Loyalty Pacific submits following the ACCC’s 2019 Loyalty Schemes Report, Flybuys updated 
its privacy policy and collection notices to offer an express opt-out for members in relation 
to targeted advertising, both generally and in relation to certain products or brands.**° As 
noted in section 6.3.6, Loyalty Pacific also submits consumers value personalisation.‘ 


6.4.5. Options to address concerns 


We have not formed a view as to whether the data collection practices of any supermarkets 
raise concerns. 


However, in general, the ACCC supports the introduction of an unfair trading practices 
provision into the Australian Consumer Law and considers that such a provision could 
potentially apply to certain conduct related to data collection such as: 


= offering privacy policies and other terms and conditions on a take-it-or-leave-it basis and 
bundling consents to policies that are long, complex, and unclear to obtain unreasonable 
rights to collect and use consumer data 


= presenting terms, conditions and privacy policies in a way that consumers cannot readily 
understand.°”° 


Stakeholders including CHOICE and FARE also support an unfair trading practices provision 
as an avenue to address such conduct." 


The ACCC also supports proposed reforms to the Privacy Act including the introduction of a 
‘fair and reasonable’ test for the collection, use and disclosure of personal information.°°2 


494 CHOICE, Submission to the Inquiry, published May 2024, p 38. 
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501 Foundation for Alcohol Research and Education, Submission to the Inquiry, published May 2024, p 1; CHOICE, Submission 
to the Inquiry, published May 2024, p 36. 
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Services Inquiry Eighth Interim Report, 21 May 2024, pp 8, 101, 103, 109. 
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6.5. Vulnerable consumers, including those on 
lower incomes 


Australians are facing cost-of-living pressures. Households’ costs have risen faster than 
usual in recent years due to complex factors and Australian households’ real disposable 
income have reduced due to higher-than-average inflation, rising interest rates and mortgage 
repayments, and increasing prices of goods and services.” Heightened cost-of-living 
pressures have directly impacted Australian's ability to meet their basic needs, such as food, 
housing and healthcare.°™ 


According to a Consumer Policy Research Centre report prepared for the Australian Energy 
Regulator, many Australians experience vulnerability:°°° 


= 1 in 5 Australians have a disability 
= 1 in 5 Australians speak a language other than English at home 
= 2in3 Australians experience some form of financial stress at some point in their life 


= 44% of Australians have literacy levels below what is considered enough to get by in 
everyday life. 


Although vulnerability is situational and anyone can experience vulnerability, businesses may 
exacerbate or cause vulnerability through their business practices and the way that they 
engage with consumers.°°° 


Some developments in the supermarket industry have led to benefits for vulnerable 
consumers, for example: 


= AMES Australia submits that multicultural communities noted that supermarket online 
shopping and has hindered consumers’ impulse buying when compared to shopping in- 
store.°°” 


= The results from the ACCC consumer survey also indicate that respondents with a 
disability or complex need are more likely to order online deliveries than respondents 
who do not have a disability of complex need. This suggests that online delivery services 
are helpful to those with a disability or complex need. The ACCC consumer survey also 
found higher rates of click-and-collect shopping reported by regional and remote 
respondents compared to city respondents. This might suggest that remote and regional 
respondents find click-and-collect useful to reduce the overall time spent on buying 
groceries as they are more likely to experience higher travel times.°°° 


« During the COVID-19 Pandemic, Coles and Woolworths implemented designated 
shopping periods for older people and people with disabilities.°°? COTA Australia’s 
submission supports the continuation of such initiatives.°"° 


503 Australian Bureau of Statistics, Table 20: Household Income Account and Per Capita, Australia: Current prices, Australian 
National Accounts: State Accounts, 2023, accessed 22 August 2024. 
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Monash University, 7 May 2024, accessed 22 August 2024. 
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= For consumers with access to a smartphone, both Coles and Woolworths have a 
function called ‘Lists’ on their app and website which informs consumers which aisle 
they should go to in order to find products on their shopping lists.°"' This function may 
be beneficial to certain cohorts of consumers, such as those with a disability or who are 
less mobile, as it allows them to navigate the store more quickly and easily. It may also 
help reduce impulse purchasing. This function is available to both Coles and Woolworths 
customers, but may require consumers to create and log into an account. 


However, as outlined below, our preliminary view is that certain supermarket practices may 
disproportionally impact some vulnerable consumers, particularly those on lower incomes. 
Other consumers who may experience vulnerability in the grocery retail context include 
consumers with culturally and linguistically diverse backgrounds, older consumers, 
consumers with a disability or complex need, and consumers who live remotely. We discuss 
these issues further below. 


6.5.1. Impacts of supermarket practices on consumers on lower 
incomes 


Consumers on lower incomes are particularly vulnerable in the grocery retail context as the 
amount they spend on groceries makes up a higher proportion of their income. 


Figure 6.10 shows the findings from the ABS Household Expenditure Survey 2016 for 
percentage of grocery spend by household income, which has been adjusted to the present 
day using the Consumer Price Index and the Wage Price Index. 


The data indicates that consumers on the lowest 20% of incomes spend the highest 
proportion of their income on food and non-alcoholic beverages, and that the percentage of 
income spent on food and groceries decreases in line with income.°*'? 


511 A Sinclair, ‘New TikTok reveals little-known Woolworths supermarket hack to cut your shopping time in half’, 7 News, 
22 February 2022, accessed 22 August 2024; Coles, About: Coles App, accessed 22 August 2024. 

512 In reference to adjusted data from the ABS, Household Expenditure Survey, Australia: Summary Results (2016), 
13 September 2017, accessed 22 August 2024. 
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Figure 6.10: Surveyed consumers on lower incomes spend highest proportion of their 
income on food and non-alcoholic beverages 


Percentage of income spent on food and non-alcoholic beverages, by income quintile 
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Source: ACCC analysis of ABS Household Grocery Expenditure Survey data. 


This trend is also reflected in our consumer survey findings. The survey found that for 
consumers who reported being in the lowest household income bracket (less than $499 per 
week after tax), 76% reported spending at least 20% of their income on groceries and 

28% reported spending at least 40% of their income on groceries. 


Our consumer survey also found that, for consumers in the second lowest household 
income bracket ($500 to $749 per week after tax), 54% reported spending at least 20% of 
their income on groceries while around 12% reported spending at least 40% of their income 
on groceries (figure 6.11). 


Figure 6.11: Grocery spend by household income 
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Many respondents on the lower IRSAD Decile and on lower incomes reported significant 
concerns over food insecurity. Many of these respondents noted that they can no longer 
afford meat and fish and are buying less fresh fruit and vegetables and dairy. Many of these 
respondents are reportedly buying only essentials, with some noting that they are eating less 
and skipping meals to provide for their children. 


Multi-buy specials 


We received submissions from stakeholders about the ways in which multi-buy specials may 
disadvantage lower income consumers. 


For example, the Foundation for Alcohol Research and Education submits that multi-buy 
promotions penalise people for buying the amount of a product they actually want or need, 
and states that ‘at a time when people are having trouble affording food and essential items, 
these promotions are fundamentally unfair’.°'? 


CHOICE similarly expresses concern that these promotions unfairly discriminate against 
individuals who do not have the means to purchase items in bulk. CHOICE submits that if a 
product is eligible for a discount, the discount should be applied to the individual item.°" It 
recommended the government ban multi-buy discounts on essential items.°'® 


Relevantly, our consumer survey indicates that ‘purchasing items in bulk when on 
special/discounted (including multi-buy specials)’ is a cost reduction measure that generally 
increases in prevalence as income increases. 


This suggests that consumers on lower incomes are less likely to take advantage of multi- 
buy specials, which may be because they are not able to afford to purchase additional items, 
even if those items are discounted. 


Figure 6.12: Surveyed consumers on higher incomes are generally more likely to purchase 
discounted items in bulk as a cost reduction measure 


Respondents reporting ‘purchasing items in bulk when discounted’ as a cost reduction 
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Responses provided to our consumer survey likewise suggest that not all respondents are 
able to stock up when products are on special or take advantage of multi-buy specials, as 
they do not have the necessary funds or space to store the products. 


Some respondents stated multi-buy specials ‘discriminate against single households’ who 
do not need to purchase multiple quantities of the same product. Other respondents noted 
that multi-buy specials appear to be becoming more common, at the expense of ‘normal’ 
discounts. Some respondents were critical of the fact that multi-buy specials require a larger 
number of purchases, offer less value, and ‘tempt people to overspend’. 


As outlined in section 6.1.2, we consider multi-buy and other bulk-buy specials can benefit 
consumers. However, consumers on lower incomes may be less likely to take advantage of 
these benefits as they may not be able to afford to purchase the quantities required to 
qualify for a discount. While consumers on lower incomes may also be less likely to buy in 
bulk to take advantage of other types of promotions, the issue is exacerbated with multi-buy 
specials because a consumer will not receive any discount if they are only able to buy one 
item. 


Member-only pricing 


We discuss member-only pricing through loyalty programs in section 6.3. As previously 
outlined, although member-only pricing is marketed as a benefit to consumers with a loyalty 
program membership, several submissions raise concerns that member-only pricing 
financially penalises consumers who do not wish to sign up to loyalty programs, including 
due to concerns about data privacy or for other reasons. 


Consumers on lower incomes are more likely to experience disadvantage in this respect and 
may feel they have less real choice about whether to opt into a loyalty program. This is 
because there is a higher incentive for them to sign up to a loyalty program to access the 
lowest prices for essential food products. 


In contrast, consumers with higher incomes may have more freedom to decide that they are 
not willing to sign up to a loyalty program (due to data collection concerns or for other 
reasons), as such decisions are less likely to impede their ability to purchase essential (or 
other) goods, due to their capacity to pay higher prices. 


Additionally, as previously noted in section 6.3.6, CHOICE also raises concern that some 
vulnerable consumers may be completely prevented from joining loyalty programs, such as 
those without a fixed address or who are under 18 years of age.*!® 


Other pricing practices in the context of in-store price comparison 
behaviour 


The ACCC consumer survey results indicate that, not only are consumers on lower incomes 
more likely to compare prices before shopping (section 6.1.2), consumers on lower incomes 
are also more likely to compare prices in-store while they are shopping. 


Almost 50% of respondents in the lowest income range reported that they ‘always’ compare 
product prices in-store. This trend drops steadily as income increases, down to 31% of 
respondents who ‘always’ compare prices in-store in the highest income range (figure 6.13). 


516 CHOICE, Submission to the Inquiry, published May 2024, p 35. 
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Figure 6.13: Surveyed consumers on lower incomes are more likely to ‘always’ compare 
product prices in-store 


Frequency of in-store price comparison by income range 
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Source: ACCC consumer survey. 


These results suggest survey respondents on lower incomes are more price sensitive than 
those on higher incomes. As such, any practices by supermarkets which make it more 
difficult for consumers to compare prices in-store may disproportionately impact lower 
income consumers. This includes certain promotional practices (section 6.1.2) and any 
practices that make unit pricing less effective as a price comparison tool (section 6.2.3). 


6.5.2. Impacts on other vulnerable consumers 


Many submissions express concern about the impact of cost-of-living pressures on 
Australians experiencing other forms of vulnerability: 


= AMES Australia submits that multicultural communities feel disproportionately impacted 
by the increased cost-of-living, and that supermarket pricing increases are impacting 
health and wellbeing, as consumers are choosing to buy cheaper alternatives which are 
lower quality or have lower nutritional value. In particular, AMES Australia expressed 
concern that the impact of confusing promotional pricing practices on consumers with 
low English level or low literacy levels can be more pronounced.®!” 


= COTA Australia raises concerns about the way that pricing and other practices are 
impacting older Australians. It notes that food and grocery price increases 
disproportionately impact lower income households, particularly those who are renting or 
have a large mortgage and/or living outside cities and large regional centres. A 
January 2024 survey of older Australians conducted by COTA Australia found that 
90% of respondents indicated food and grocery price increases were affecting their 
fortnightly shop and financial planning, with 66% of respondents indicating this was 
adversely impacting their psychological and emotional health.518 


= The Nambour Community Centre submits it has observed a significant increase in need 
for emergency food relief and that while a competitive market may ensure that prices are 


57 AMES Australia, Submission to the Inquiry, published May 2024, pp 1-2. 
518 COTA Australia, Submission to the Inquiry, published May 2024, pp 9-10. 
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lowered or that grocery retailers make greater profits, it still neglects the most vulnerable 
community members.°'? 


= NT Health submits that more than 1 in 5 First Nations people are living in a household 
that has run out of food in the past 12 months, and that the most vulnerable populations 
face the highest costs.°° 


Our consumer survey asked consumers how grocery price changes have changed the way 
they shop. In response, several respondents with a disability or complex need, or who care 
for someone with a disability or complex need, expressed how increasing grocery prices 
have led to greater food insecurity. Some responses include: 


= ‘We simply buy less. However the amount we can afford to buy now being greatly 
reduced has obviously had side effects on us. We go without meals every day’ 


= ‘We no longer purchase or eat breakfast foods at all. Instead we have lunch and dinner’ 


= ‘We eat more packet foods, lower in nutritional value, less meat and more carbs. My 
daughter is autistic and brand replacement can be difficult so we sometimes have to go 
without other items to afford items she is able to eat’ 


= ‘We have had to cut back on the quality and quantity of meat. Red meat is a treat. We 
cannot afford fish’. 


In addition, many respondents who speak a language other than English noted that they 
have switched to shopping at ALDI to save on grocery costs and prefer to buy fresh fruit and 
vegetables from local sellers. 


Consumers who live in remote and some regional areas experience vulnerability in the 
grocery retail context as they have significantly more limited supermarket options, as well as 
being more susceptible to issues such as supply disruptions. 


The competition dynamics in remote and regional areas are discussed in detail in 

section 7.7. In summary, in response to the ACCC consumer survey, remote respondents 
were significantly more likely to report having ‘no other option’ in choosing their main store, 
compared with respondents from cities or regional areas. The lack of store options may be 
problematic because it means consumers living in remote areas are unable to benefit from 
local price competition or price comparison tools that allow other consumers to shop 
around for better value. 


Further, respondents who live in remote areas were significantly more likely than their city or 
regional counterparts to report having an independent supermarket as their main store. This 
may mean they may not benefit from state or national pricing strategies used by Coles and 
Woolworths. In addition, no remote respondents reported having ALDI as their main store. 


519 Nambour Community Centre, Submission to the Inquiry, published May 2024, p 1. 
520 NT Health, Submission to the Inquiry, published May 2024, pp 1-2. 
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7. Retail competition 


Key points 


Consumers acquire most of their groceries from supermarkets. As such, the 
Supermarkets Inquiry is focussed primarily on supermarkets rather than grocery 
retailing more broadly. 


Preliminary ACCC analysis indicates supermarket retailing is highly concentrated in 
Australia and exhibits oligopolistic characteristics. In the retail supply of groceries 
ALDI, Coles and Woolworths have increased their share of supply, while the share of 
supply by Metcash-supplied independent supermarkets has decreased. 


There are local, regional and national dimensions to competition between 
supermarkets. 


Responses to the ACCC consumer survey suggest consumers generally shop locally 
and prefer to shop in-store at supermarkets. This is despite changes in the industry 
since the ACCC’s 2008 Grocery Inquiry, including the growth of online shopping and 
delivery services. 


ALDI’s growth is the most significant change to the Australian supermarket landscape 
since the ACCC’s 2008 Grocery Inquiry. Other significant changes include Costco’s 
entry to Australia in 2009 and Metcash’s acquisition of Franklins in 2011. 


Kaufland’s decision to exit prior to opening its first store in Australia is a significant 
missed opportunity for competition between supermarkets in Australia. 


We are considering the role of Metcash as the major supplier to independent 
supermarkets and whether this may impact competition at the retail level. 


We have heard a range of concerns relating to access to suitable retail sites, including 
suggestions land banking and acquisitions of competitors’ sites are occurring, and 
creating or increasing barriers to entry or expansion. 


There is less competition and choice for consumers in regional and remote areas 
compared to those in metropolitan areas. Consumers in remote areas, including 
remote First Nations communities, face significant challenges accessing groceries. 


Although this chapter conveys issues raised to us in submissions and the ACCC 
consumer survey, we have not reached settled views on these issues; we are 
examining these concerns in detail. 


We note the Australian Government's proposal for merger reform. We are considering 
the implications for competition in the Australian supermarket industry if these 
reforms are implemented, including how they would and should apply to acquisitions 
by supermarkets. The impact of the regime will depend on the thresholds that trigger 
mandatory notification to the ACCC. 


This chapter outlines our preliminary observations and key issues identified in submissions 


relating to competition at the retail level, that is, in the retail supply of groceries by 
supermarkets. Where relevant, we have also extracted results from our consumer survey. 


We have not reached concluded views on the topics we outline in this chapter and invite 
submissions on any. In box 1.1 in the Executive Summary, we outline key issues for the next 
phase of the Inquiry. 
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The chapter is structured as follows: 


= Section 7.1 discusses retail suppliers of groceries in Australia, noting that supermarkets 
sell the majority of groceries sold to Australian consumers. 


= Section 7.2 discusses consumer survey feedback on grocery shopping. 


= Section 7.3 discusses changes in the supermarket industry since 2008, including online 
retailing, loyalty programs and ecosystem expansion. 


= Section 7.4 discusses competition between Coles and Woolworths. 

=" Section 7.5 discusses competition from ALDI. 

« Section 7.6 discusses competition from Metcash-supplied independents. 
= Section 7.7 discusses competition in rural and regional areas. 


= Section 7.8 discusses the likelihood of significant entry or expansion in supermarket 
retailing. 


= Section 7.9 outlines submissions on possible recommendations relevant to retail 
competition. 


7.1. Retail suppliers of groceries in Australia 


This section outlines why the Supermarkets Inquiry is focussing on supermarkets as 
opposed to other retailers that supply groceries. 


7.1.1. There are many grocery retailers in Australia, but most 
consumers buy most of their groceries at supermarkets 


As noted in section 3.1, the definition of groceries for the purposes of the Supermarkets 
Inquiry is broad.°*' As such, many different businesses retail groceries in Australia. 


However, data from the ACCC consumer survey and revenue data from the ABS indicate 
most Australian consumers purchase the majority of their groceries at supermarkets 
(analysis below). Therefore, this inquiry will focus on supermarkets. 


Most ACCC consumer survey respondents’ main grocery store is a 
supermarket 


Our consumer survey asked consumers which store they consider to be their main grocery 
store in terms of where they spend the most or do most of their shopping (main store). 96% 
of respondents identified a supermarket as their main store. 


521 Competition and Consumer (Price Inquiry— Supermarkets) Direction 2024 (Terms of Reference), part 1, s 4 (Definitions); 
refers to Competition and Consumer (Industry Codes—Food and Grocery) Regulation 2015 (Australian Food and Grocery 
Code of Conduct), part 1, s 3 (Definitions). 
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Supermarkets receive the bulk of Australian consumers’ grocery spend 


Our analysis of ABS data suggests supermarkets account for approximately 85% of 
consumer expenditure on groceries.°72 


The ABS provides monthly and quarterly estimates of turnover and sales volumes for the 
Australian retail sector. ABS data suggests Australian consumers spent almost $148 billion 
on groceries in 2022-23 financial year. Our analysis suggests supermarkets and grocery 
retailing accounted for approximately $126.5 billion of this overall spend.54 


Non-supermarket grocery retailers 


There are many non-supermarket businesses retailing groceries which some consumers, at 
some times, may consider to be alternatives to supermarkets. However, as we do not 
consider them significant competitors to supermarkets, we do not consider them in detail 
beyond identifying them in this section. 


Non-supermarket grocery retailers in Australia include: 


= specialty retailers®*° — includes small scale independent retailers such as local butchers 
and greengrocers, of which there are a large number in Australia 


= category specialists — includes large-scale chains specialising in a certain product 
category, such as Chemist Warehouse and Kmart 


= online marketplaces — includes Amazon 
= delivery and meal-kit services — includes HelloFresh and similar services 


= convenience stores and newsagencies — includes convenience outlets, such as 
standalone convenience stores and those in petrol stations. 


Woolworths submits it faces competition from several other business categories including 
‘specialist retailers’, ‘category specialists’, ‘convenience / newsagencies’, ‘e-commerce’ and 
‘out-of-home and meal kits’.°7° 


Both Coles and Woolworths submit they face growing competition in long-life product 
categories from Bunnings Warehouse, Chemist Warehouse and The Reject Shop.” Coles 
also submits these retailers compete on price, noting The Reject Shop’s commitment to 
offer a 10% discount on items if a customer finds the item elsewhere at a cheaper price.°78 


522 Groceries here includes consumer expenditure in the following ABS classifications: ‘A3349862V: Supermarket and grocery 
stores’ and ‘A3349463K: Other specialised food retailing’. Other grocery retailers, such as online marketplaces and 
category specialists are not included in this figure. 


523 ABS, Retail Trade, Australia, A3349862V (Supermarket and grocery stores) and A3349463K (Other specialised food 
retailing). 

524 To reach this figure we deducted an approximate estimate for convenience retailing from the ABS estimate of 
supermarket and grocery retailing, which includes convenience store sales. ABS, Retail Trade, Australia, A3349862V 
(Supermarket and grocery stores) (minus estimated convenience store sales of $10 billion); see Australian Association of 
Convenience Stores, Submission to Linfox Armaquard Pty Ltd and Prosegur Australia Holdings Pty Ltd proposed merger, 
Jan 2023. 


525 The ABS estimates that there are over 18,000 specialty retailers operating across Australia. See ABS, Counts of Australian 
Businesses, including Entries and Exits, accessed 22 August 2024. 


526 Woolworths, Submission to the Inquiry, published May 2024, p 18. 


527 Woolworths, Submission to the Inquiry, published May 2024, p 6; Coles, Submission to the Inquiry, published May 2024, 
pp 10-13. 


528 Coles, Submission to the Inquiry, published May 2024, p 13. 


139 


Woolworths submits ‘supermarkets continue to compete with ... other food retailers such as 
convenience stores (for example, 7-Eleven)’.°?? Woolworths’ submission was the only 
submission to raise convenience stores or newsagencies as a significant competitive 
constraint. 


While we acknowledge these retailers sell groceries which overlap and compete with 
supermarkets to some extent, the ACCC has not considered these non-supermarket grocery 
retailers close competitive constraints on supermarkets in the past and we have not 
received persuasive new information in this Inquiry to date to change this view. Therefore, 
we do not consider them further in detail in this Interim Report. 


We also note the inverse may be the case. That is, we consider supermarkets are likely to 
impose significant competitive constraint on some non-supermarket retailers, including for 
example, specialty retailers. 


Relevantly, regarding small independent butchers, the Australian Meat Industry Council 
submits: 


=" butchers ‘operate in the same marketplace [as supermarkets] and compete for the same 
customers’>?° 


« ‘butchers have trade and artisanal skills, knowledge to share, and direct customer 
engagement as a point of difference’>*" 


= ‘unlike supermarkets which sell a wide array of products ... butchers have limited ability 
to offer loss-leading products to generate foot traffic and make up sales across other 
product lines’.°2 


We will consider these issues further for the Final Report. 


7.1.2. Supermarkets have differentiated offerings 


For the purposes of this Interim Report, we are using ‘Supermarkets’ to encompass a range 
of offerings, which may not necessarily fit the definition of a ‘traditional supermarket’.°°? 


We define supermarkets to include the major supermarket chains (Coles and Woolworths) 
as well as differentiated competitors such as ALDI, Costco, Drakes, Harris Farm and 
Metcash-supplied independent supermarkets. We are considering the degree of competitive 
constraint supermarket competitors have on one another. 


Supermarkets offer a broad range of products under one roof, and may achieve cost 
efficiencies through resulting economies of scope.°** They offer consumers a “one stop 
shop” and we consider supermarkets are well-placed to win consumers’ “main store” on 
these factors. 


Offering a broad range of products is a longstanding competitive differentiation of Coles and 
Woolworths compared to other Australian grocery retailers.” Woolworths submits its 


529 Woolworths, Submission to the Inquiry, published May 2024, p 6. 


50 Australian Meat Industry Council, Submission to the Inquiry, published May 2024, p 10. 
531 Australian Meat Industry Council, Submission to the Inquiry, published May 2024, p 10. 


52 Australian Meat Industry Council, Submission to the Inquiry, published May 2024, p 8. 
533 Woolworths, Submission to the Inquiry, published May 2024, p 5. 


534 Oracle, Economic impact on supermarkets and grocery stores, 19 May 2023, accessed 22 August 2024. 
535 See Coles, Our History, accessed 22 August 2024; Woolworths, Our History, accessed 22 August 2024. 
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supermarket offer includes ‘more than 28,000 product Stock Keeping Units (SKU) (including 
6,000 own brand products) across 82 product categories and 364 subcategories’.*°° 


As demonstrated in figure 7.1, standard format Coles and Woolworths stores broadly follow 
a similar distribution of size and product range.” Most standard format Coles and 
Woolworths supermarkets have a retail floor area between 1,500-4,000m?, and stock 
between 15,000-25,000 SKUs."?8 


As discussed further in section 7.5, ALDI (the next largest supermarket retailer in Australia) 
has a different retail offering. ALDI stores generally have a retail area of around 1,000m? and 
generally stock approximately 1,800-2,000 SKUs.°°? 


536 Woolworths, Submission to the Inquiry, published May 2024, p 13. 

537 Information provided to the ACCC. SKU stands for Stock Keeping Unit. Each SKU is one product line stocked by a retailer. 
538 Information provided to the ACCC. Figure 7.1. 

539 Information provided to the ACCC. Figure 7.1. 
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Figure 7.1: Differentiated offerings is apparent when we compare store metrics 


ALDI, Coles, Metcash banner stores and Woolworths stores by size and number of SKUs in 
all Australian states and territories, 2024.5% 
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Source: Information provided to the ACCC. 


Introduction of small format offerings by ALDI, Coles and Woolworths 


As shown in figure 7.1, Coles, Metcash, Woolworths and to a lesser extent ALDI have each 
launched small format stores. For Coles, Woolworths, and ALDI, these are their Coles Local, 
Woolworths Metro and ALDI Corner Store offerings. Many Metcash banner stores (such as 
IGA Local Grocer) are smaller format businesses. We are considering differences (including 
price differences) between standard and small-format stores. 


54 Figure 7.1 uses retail area for ALDI means retail floor space for ALDI, Coles and Woolworths and gross lettable area (GLA) 
for Metcash banner stores (for which retail floor space data was unavailable). This likely overstates the floor space for 
Metcash banner stores relative to other supermarkets. For the vast majority of stores which the ACCC has data on, retail 
area is between 61% and 74% of GLA, with a median of 68%. 
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Small format offering launches in chronological order include: 


= Woolworths launched ‘Woolworths Metro’ in Woolloomooloo, Sydney in 2013.°*' There 
are 105 Woolworths Metro stores with an average trading size of approximately 800m?, 
which is less than 35% of the average size of a standard Woolworths supermarket.°“? In 
FY23, sales for Woolworths Metro increased by 21.6% to $1,156 million.°*? The product 
ranges at Woolworths Metro stores vary by approximately 5 to 10% compared to a 
standard Woolworths store.°“* 


= Metcash launched its IGA Xpress banner in 2018.5% (Metcash rebranded IGA Xpress to 
IGA Local Grocer in 2022, °° though some retailers may still trade as IGA Xpress). 


= Coles launched ‘Coles Local’ in 2018 and has since expanded to 21 stores.°’” Its first 
store was approximately 1,280sqm (about half the size of a standard Coles 
supermarket).°“® The product ranges at Coles Local stores vary by approximately 
7% compared to a standard Coles store.°*? 


= ALDI launched its ‘Corner Store’ format in 2021. ALDI has 7 stores in this format (located 
in NSW and Victoria).°°° However, recent reporting suggests ALDI may have discontinued 
rolling out its Corner Store format.°*" 


Some features of small format stores include: 


= they are generally located in high population density communities, within proximity to 
major railway stations and in other areas with substantial foot traffic®°? 


= they may offer a specialised and locally tailored offering (for example, Coles submits that 
Coles Local has a smaller range of standard grocery items, but also offers a premium 
and gourmet goods range tailored to the local area).°°° 


Small format stores likely focus on convenience both with regard to location and product 
range (for example, stocking more ready-to-eat foods). A Woolworths spokesperson 
discussing the expansion of Woolworths Metro in 2015 said 'we are placing ourselves right 
in the path of our customers to make it a truly convenient place to shop’.°4 


Similarly, in 2018 a Coles spokesperson stated in relation to Coles Local: ‘consumer needs 
are changing and we are moving more towards convenience ... [consumers] are very 
focussed on what's for dinner tonight’.°°> 


541 C Hibbit, ‘Woolworths opens Metro store’, Convenience and Impulse Retailing, 17 December 2015, accessed 
22 August 2024. 


542 Information provided to the ACCC. 
543 Woolworths Group, 2023 Annual Report, p 32. 
544 Information provided to the ACCC. 


545 P Hatch, ‘IGA in ‘convenience’ face lift as Metcash swings to loss’, Sydney Morning Herald, 25 June 2018, accessed 
22 August 2024. 


546 ~Metcash, 2022 Annual General Meeting — Chairman's address, 7 September 2022, slide 14. 
547 Coles, Submission to the Inquiry, published May 2024, p 22. 


548 Coles Group, Welcome to the neighbourhood — Coles Local unveiled, Press release, 13 November 2018. 
549 Information provided to the ACCC. 
550 ALDI, ALDI Corner Store, accessed 22 August 2024. 


551 C LaFrenz, ‘Why you can’t order online from ALDI any time soon’, Australian Financial Review, 26 July 2024, accessed 
22 August 2024. 


552 M Rafferty, ‘Coles Local and Woolies Metro vs regular supermarkets’, CHOICE, 19 June 2024, accessed 22 August 2024. 
553 Coles, Submission to the Inquiry, published May 2024, p 23. 


554 C Hibbit, ‘Woolworths opens Metro store’, Convenience and Impulse Retailing, 17 December 2015, accessed 
22 August 2024. 

555 § Mitchell, ‘Coles unveils first Coles Local convenience store format’, Australian Financial Review, 13 November 2018, 
accessed 22 August 2024. 
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Costco 


An example of a differentiated offering is Costco, which is the only brick-and-mortar grocery 
retailer in Australia which operates an exclusive membership model (that is, consumers 
must sign up to a membership to shop at Costco).°°° 


Costco sells a broad variety of groceries and non-grocery consumer goods (such as 
appliances, electronics, homewares and furniture) through its warehouses. Costco also 
offers online shopping for members. Costco competes on price in part by focussing on a 
limited range of nationally-branded and private label products.°°” 


Costco also generates cost savings by retailing bulk goods and operating very large 
floorplan “big box” format warehouse stores.°°® Costo’s warehouses worldwide are on 
average close to 14,000m?.°°? 


Like ALDI, Costco retails a comparatively limited range of groceries, ranging less than 4,000 
SKUs per warehouse across all grocery and non-grocery product categories.°° 


Woolworths’ submission characterises Costco as a supermarket and submits its entry in 
2009 heightened competitive tension in the retail supply of groceries.°°' Coles’ submission 
characterises Costco as a ‘non-supermarket operator’®? but submits it faces competition 
from Costco due to consumers cross-shopping between supermarkets and non- 
supermarket operators.°° 


Costco has 16 warehouses operating nationwide*™ and 0.4% of respondents to the ACCC 
consumer survey identified Costco as their ‘main store’ for grocery shopping. 


Harris Farm Markets 


Another example of a differentiated offering is Harris Farm Markets (Harris Farm), which 
operates 28 supermarkets across New South Wales and Queensland.°° 


Aspects of Harris Farm’s competitive offering include focussing on a broad range of high- 
quality food groceries. For example, media reporting suggests Harris Farm's flagship 
Queensland store offers locally-made ‘Pour Your Own’ honey, 3 direct pour milk offerings, 
and more than 500 cheeses.°® 


The fact Harris Farm only operates 28 supermarkets across 3 states and territories, in 
conjunction with our consumer survey data, suggests Harris Farm’s competitive significance 
at regional or national levels may be relatively limited at present. 


556 Costco memberships cost $65 per annum for a “Gold Star” consumer membership, or $130 per annum for “Gold Star 
Executive” membership for enterprise and business customers, which also provide a range of other perks. Costco, 
Membership, accessed 22 August 2024. 


557 See Costco, 2023 Annual Report (FY ended 3 September 2023), p 4. 
558 See Costco, 2023 Annual Report (FY ended 3 September 2023), p 4. 


559 “Our average warehouse space is approximately 147,000 square feet”. 147,000 square feet converts to 13656.7m7?. 
Costco, 2023 Annual Report (FY ended 3 September 2023), p 5. 


560 Costco, 2023 Annual Report (FY ended 3 September 2023), p 5. 
561 Woolworths, Submission to the Inquiry, published May 2024, p 18. 
562 Coles, Submission to the Inquiry, published May 2024, pp 11-12. 


563 Coles, Submission to the Inquiry, published May 2024, p 10. 
564 Costco, Store Finder, accessed 22 August 2024. 


565 Harris Farm, Our Stores, accessed 22 August 2024. 33 total stores listed on 15 August 2023 minus 5 co-located Harris 
Farm butchers. 


566 Must Do Brisbane, Harris Farm Markets: West End, accessed 22 August 2024. 
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In New South Wales and Queensland, where Harris Farm operates, 3% of survey respondents 
in each state selected ‘Other Independent Supermarket’ as their main grocery store. 567 


There are local, regional and national dimensions to competition 
between supermarkets 


The ACCC has generally taken the approach that in markets involving retail chains, 
competition may occur in more than one geographic dimension.°© 


We consider each supermarket competes in its own local area. The nature and extent of 
competition for any individual supermarket will depend on various factors, including the 
number of competitors in close proximity, their location and convenience of access, the 
quality of the store and its layout, and the range and quality of their offering. 


We consider supermarket chains also compete with each other across a broader geographic 
area through elements of their overall retail offers which may be set regionally or at the state 
or national level (for example, through regional or national uniform pricing policies, see 
chapter 5). The ACCC has previously described retailer competition across regional, state 
and national dimensions as ‘chain-on-chain‘ competition.°©? 


This means that on a purely local basis, a single supermarket belonging to a major national 
chain may face the most competition from a nearby independent grocer rather than far away 
competitors. 


On a regional or national basis, a supermarket chain (with regional or national pricing, 
promotions and ranging etc.) is more likely to be competitively constrained by other 
supermarket chains, particularly those with a high degree of overlap in relation to store 
locations, range, brands and store experience. 


Competition between supermarkets may also rely on regional or national scale in 
wholesaling and distribution. Supermarket businesses may additionally have regional or 
national marketing campaigns to build their brand and value perception among consumers. 


In these respects, we are considering whether ALDI, Coles, Metcash and Woolworths have 
competitive advantages due to their significantly larger scale at the wholesale level. 


7.1.3. The Australian supermarket industry is highly 
concentrated; Coles and Woolworths represent a 
substantial proportion of retail supply 


Our preliminary analysis suggests the retail level of Australia’s supermarket industry is highly 
concentrated. 


For the purposes of this Interim Report, we have assessed market concentration with 
respect to: 


= share of supply by supermarkets nationally 


567 ACCC consumer survey data. In our consumer survey, the “Other Independent Supermarket” category includes all 
supermarkets that are not ALDI, Coles, Costco, IGA stores, or Woolworths. 

568 See, for example, ACCC, Woolworths’ acquisition of controlling interest in Petstock, as Petstock gives undertakings 
relating to past acquisitions, Media release, 14 December 2023. 

569 See, for example, ACCC, Woolworths’ acquisition of controlling interest in Petstock, as Petstock gives undertakings 
relating to past acquisitions, Media release, 14 December 2023. 
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= the relative size and scale of each supermarket’s store network. 


Across each of these metrics, Coles and Woolworths represent a sizable proportion of the 
supermarket industry. 


It is important to note market concentration can also be assessed at the local level for each 
supermarket. Concentration levels may be higher or lower in individual local areas compared 
with national concentration levels. 


Concentration analysis is an important aspect of competition assessment and can provide a 
useful insight on the extent of competition in a sector. However, a concentrated sector is not 
in itself determinative of a lack of competition. We must also consider other factors, such as 
the likelihood of entry, before reaching a conclusion. 


National share of take-home food and grocery sales 


As noted in section 7.1.1, the ABS estimates that Australians spent approximately 

$148 billion at supermarkets, grocery stores, convenience stores and specialty retailers 
(combined, take-home food and grocery sales) in the 2023 financial year.°”° Using publicly 
available company revenue data, we estimate national shares of supply for take-home food 
and grocery sales shown in figure 7.2. 


Figure 7.2 also incorporates share of supply estimates for the 2002-03 and 2006-07 
financial years, which the ACCC published in the 2008 Grocery Inquiry.” 


Figure 7.2: Concentration is high when considering sales in the grocery sector 


Estimated share of supply for national take-home food and grocery sales 


Supermarket Share of national take-home food and grocery sales (%) 
2002-03 2006-07 2022-23 
Woolworths 30.6 30.8 32.5 
Coles 23.1 22.8 24.8 
ALDI 1 2.8 8.1 
Franklins 1.6 1.1 n/a572 
Metcash wholesale supply573 19.7 16.6 5.7 
All other retailers®”4 24.1 25.9 28.9 


Source: Grocery Inquiry 2008, ABS Australian Retail Trade estimates, company annual reports, media reports. 


570 ABS, Retail Trade, Australia, A3349862V (Supermarkets, grocery stores and convenience stores) and A3349463K (Other 
specialised food retailing). 


571 ACCC, Grocery Inquiry Final Report, 5 August 2008, p 47. 
572 Metcash acquired Franklins in 2011. 


5⁄3 We use Metcash’s ‘Food’ revenues as a proxy for the independent supermarkets it supplies. This understates the share for 
these stores, as Metcash revenues do not reflect retail margins and do not include the independent supermarkets’ sales of 
goods which they did not source from Metcash. Understating Metcash-supplied stores’ revenue and market share also 
overstates the revenue and market share of the ‘All other retailers’ category. Metcash’s ‘Food’ revenues consist of 
revenues generated via the distribution of products and services to independent supermarkets and convenience retail 
outlets. See Metcash, 2023 Annual Report, p 76. 


574 ‘All other retailers’ includes grocery sales at all other supermarkets (e.g., Drakes (SA), Costco, and SPAR supplied stores), 
as well as speciality retailers (e.g., butchers and greengrocers). It does not include grocery sales at category specialists 
(e.g., Chemist Warehouse), online retailers (e.g., Amazon), or food sales at take-away outlets, cafes and restaurants. 
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Coles and Woolworths have expanded their share of take-home food and grocery sales by a 
combined 3.7 percentage points since 2006-07, and collectively account for over 57% of 
national take-home food and grocery sales. ALDI and ‘All other retailers’ have also expanded 
their share since 2006-07. Metcash, as a proxy for the independent stores it supplies, has 
seen a decrease in its share of national take-home food and grocery sales by more than 

10 percentage points since 2006-07. 


National share of supermarket retail sales 


When adopting a narrower view of the supermarket industry, concentration at the retail level 
is even more pronounced. 


For the 2022-23 financial year, the ABS estimates sales at supermarkets, grocery stores, 
and convenience stores totalled approximately $136.5 billion.°’° After removing an 
approximate estimate of convenience store sales, we estimate national shares of supply for 
supermarket retail sales shown in figure 7.3. 


By this measure, Coles and Woolworths account for approximately 67% of national 
supermarket retail sales. The largest 3 supermarket operators by revenue, plus Metcash as a 
proxy for Metcash-supplied independent supermarkets, accounted for 83% of supermarket 
retail sales in FY23. 


Our estimate of convenience stores sales is from a 2023 submission to an ACCC merger 
review by the Australian Association of Convenience Stores. It submitted that its 7,000 
member stores (including Ampol, Viva Energy, 7-Eleven Australia, BP and many independent 
convenience stores) generate approximately $10 billion in store sales (excluding fuel).°”° 


55 ABS, Retail Trade, Australia, A3349862V (Supermarkets, grocery stores and convenience stores). 


576 Australia Association of Convenience Stores, Submission to Linfox Armaguard Pty Ltd and Prosegur Australia Holdings 
Pty Ltd proposed merger, January 2023. 
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Figure 7.3: Concentration is more pronounced in the supermarket industry 


Approximate national supermarket retail share of sales 


Business Supermarket retail sales FY23 ($b) | Supermarket retail sales 
share 

Woolworths 48.0577 38% 
Coles 36.7578 29% 
ALDI 12.0579 9% 
Metcash wholesale supply*8° 8.4581 7% 
Other582 21.4 17% 
Total 126.5583 100% 


Source: ABS Retail Trade estimates, company annual reports, media sources. 


Concentration of supermarket and grocery retailing relative to other 
jurisdictions 


Preliminary analysis suggests concentration in the retail supply of groceries is higher in 
Australia than in many other comparable countries. 


Coles submits the structure of Australia's supermarket industry (the top 4 players 
accounting for 80% of market share) is broadly in line with other countries of either 
comparable population size (for example, the Netherlands) or geography (for example, 
Canada).°* 


We reproduce a chart from Coles’ submission to the Issues Paper at figure 7.4. The chart 
presents grocery industry shares for 15 countries selected as having a comparable 
population size or geography. Two countries (New Zealand and Norway) have a higher level 
of supermarket and grocery sector concentration than Australia and one (Sweden) has a 
comparable level of concentration. The remainder have lower concentration. 


57 Woolworths, 2023 Annual Report, p 23. 


578 Coles, 2023 Annual Report, p 11. 
59 C LaFrenz, ‘Meet the woman tasked with steering Aldi to new heights’, Australian Financial Review, 10 August 2023, 
accessed 22 August 2024. 


580 We use Metcash’s ‘Food’ revenues as a proxy for independent supermarkets it supplies. This understates the share for 
these stores, as Metcash revenues do not reflect retail margins and do not include the independent supermarkets’ sales of 


goods not sourced through Metcash. Understating Metcash-supplied stores’ revenue and market share also overstates the 


revenue and market share of the ‘Other’ category. Metcash’s ‘Food’ revenues are revenues generated via the distribution of 
products and services to independent supermarkets and convenience retail outlets. See Metcash, 2023 Annual Report 
p 76. 


581 Metcash, 2023 Annual Report, p 39. This excludes Metcash’s gross ‘charge-through’ sales to customers of $2.25 billion. 


582 ‘Other’ includes grocery sales at other supermarkets (Drakes (SA), Costco, Harris Farm, etc). ‘Other’ does not include sales 
at speciality retailers, convenience stores, category specialists, online marketplaces, or other grocery retailers. 


583 ABS, Retail Trade, Australia, A3349862V (Supermarket and grocery stores) (minus estimated convenience store sales). 
584 Coles, Submission to the Inquiry, published May 2024, p 9. 
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Figure 7.4: Share of grocery industry across geographies*** 


Grocery industry by retailer I Moor choin: Other retailer type? 
(FY 2023', AUD B) f ] (per government reported) 
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Source: Coles’ submission to the Inquiry. 


Competition regulators in several jurisdictions, including Austria,” Canada,°®” New 
Zealand,*** the United Kingdom,®® and the United States,°°° have reviewed their supermarket 
industries in recent years. Concentration analysis undertaken in these reviews broadly 
accords with the estimates shown in figure 7.4. 


Share of retail floor space 


The number and location of supermarkets provides a useful indication of the structure of the 
supermarket industry. Our preliminary analysis of third party location data suggests Coles 
and Woolworths have a very large share of supermarket sites in Australia. 


Distribution of supermarkets nationally 


Third party data we acquired from GapMaps suggests there are approximately 

4,800 supermarkets operating in Australia. The geographic spread of Australia’s 
supermarkets is outlined in figure 7.5, which suggests Metcash’s IGA network is the most 
numerous in Australia, followed by Woolworths, Coles and ALDI, respectively. 


For the purposes of this figure, ‘supermarkets’ refers to stores operating under the following 
brands or banners: ALDI, Costco, Drakes, Farmer Jacks, Foodland, FoodWorks, Friendly 
Grocer, Harris Farm, IGA (including SUPA IGA and Ritchie’s) NQR, Spudshed, Supabarn and 
Woolworths. There may be supermarkets that are not captured in this data set, including 
some stores operating under the listed brands and banners, and others, such as SPAR- 
supplied stores and some independent supermarkets. The data also captures stores which 
may be more appropriately defined as convenience stores given their small size. 


585 Coles, Submission to the Inquiry, published May 2024, p 9. 
586 AFCA, AFCA presents final report on sector inquiry into food industry, AFCA Press release, accessed 22 August 2024. 


587 Competition Bureau Canada, Canada Needs More Grocery Competition: Competition Bureau Retail Grocery Market Study 
Report, June 2023. 


588 NZCC, Market study into the retail grocery sector, March 2022, pp 160-168. 
589 CMA, Competition, choice and rising prices in groceries, July 2023, pp 46-49. 


50 Federal Trade Commission, Feeding America in a Time of Crisis: The United States Grocery Supply Chain and the COVID- 
19 Pandemic, March 2021, pp 3-5. 
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Figure 7.5: National chains generally have broad national store footprints 


Approximate store count by state or territory 


ALDI Coles IGA Woolworths Others 
New South Wales 204 251 358 342 291 
Victoria 165 224 347 273 139 
Queensland 116 185 215 259 283 
Western Australia 52 101 234 109 43 
South Australia 45 53 74 68 153 
Tasmania - 17 819% 32 3 
Australian Capital Territory 12 13 18 20 29 
Northern Territory > 8 8 12 = 
Total 594 852 1335 1115 941 


Source: GapMaps data; ACCC analysis. 
Supermarket share of floor space 


The number of stores a supermarket operates may not necessarily be indicative of its 
competitive significance. We have therefore considered shares of estimated floor space to 
compare the relative size of competitor stores. 


We obtained estimated gross lettable area for supermarkets around Australia from 
GapMaps. Figure 7.6 contains the proportion of supermarket gross lettable area in Australia 
operated by ALDI, Coles, Metcash (via its IGA network), Woolworths, and others. 


Coles and Woolworths collectively account for almost 70% of estimated gross lettable area. 
Metcash’s IGA network accounts for less than 15% of gross lettable area, despite it having 
the most stores by number. 


Figure 7.6: Coles and Woolworths control a large proportion of estimated supermarket 
floor space nationally 


Proportion of estimated total national supermarket gross lettable area 


Woolworths Coles ALDI IGA Other 


Australia 38% 29% 9% 14% 10% 


Source: GapMaps data; ACCC analysis. 


We further analyse floor space by the number of supermarkets that are over certain sizes. 
Figure 7.7 depicts the proportion of supermarkets in Australia operated by ALDI, Coles, IGA, 
Woolworths and Others, and with an estimated gross lettable area of greater than 1,000m?, 
2,000m? or 3,000m?. 


51 Tasmanian IGA supermarkets are operated by Tasmanian Independent Retailers. See Metcash, Submission to the Inquiry, 
p4. 
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Figure 7.7 strongly suggests Coles and Woolworths dominate large format supermarkets. 
There is a clear trend indicating that as supermarket sites increase in size, the proportion of 
supermarkets operated by Coles and Woolworths increases. 


Figure 7.7: Coles and Woolworths control a significant proportion of large format 
supermarkets nationally 


Share of supermarkets by number (All sizes, >=1,000m2, >=2,000m2 and >=3,000m2) 


>= 1000m2 


All sizes 


0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100% 
% of stores 


m Woolworths mColes mALDI mIGA wm Other 


Source: GapMaps data; ACCC Analysis. 


7.2. Consumer feedback on grocery shopping 


This section outlines consumer feedback provided to our consumer survey, and our 
preliminary analysis of significant developments since the ACCC’s 2008 Grocery Inquiry. 


Our preliminary analysis suggests while there have been significant changes in the industry 
since the 2008 Grocery Inquiry, many key aspects of the nature of competition remain 
unchanged. 


Our preliminary views in this section are subject to ongoing analysis. We will publish our 
findings on key aspects of the nature and level of competition at the retail level in our Final 
Report. 


The ACCC consumer survey feedback suggests relevant non-price aspects of competition 
include convenience, product range, product quality, customer experience, loyalty and 
subscription programs, and other firm-specific methods of competitive differentiation. 
Competition between supermarkets is likely principally local in nature, but with regional and 
national dimensions. 
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7.2.1. Consumers seek convenience, value, range and quality 
from their main grocery retailer 

We asked respondents to rank the top 5 or fewer reasons for their main grocery store choice 

(see figure 6.1 in chapter 6): 


= ‘Convenience’ was the most commonly selected factor, chosen by 79% of respondents 
(and ranked most important by 33.1% of respondents). 


= ‘Value’ was a close second, selected as a factor by 62.7% of respondents (and ranked the 
most important factor by 29.7% of respondents). 


= Retailers stocking a wide range of products and brands, and quality of produce, were the 
next most commonly chosen factors. 


These results indicate convenience, value, range and quality are important to consumers and 
therefore important aspects of competition between retailers. 


As noted above in section 7.1.1, 96% of respondents to the ACCC consumer survey 
identified a supermarket as their 'main grocery store’ (where they spend the most or do most 
of their shopping). 


7.2.2. Consumers shop locally 


Many consumers indicated convenience is a significant factor in determining where they 
purchase groceries. Many free text responses highlighted geographic proximity as a key 
determinant of convenience (that is, which grocery retailer is closest). For example: 


= ’Our local Coles is old, worn and has no fresh bread. It’s the closest to home and that’s 
the only reason we use it. | don’t like having to travel too far for groceries’. 


= ‘| resent having to shop at woollies as the only walking distance option | have in this 
neighbourhood without a car’. 


= ‘| tend to go to the closest supermarket which is Coles’. 


7.2.3. Most consumers do most of their shopping in one large 
regular shop 


Our consumer survey asked consumers how they typically do their grocery shopping: 


= 50% of respondents reported doing one large weekly shop plus a few smaller top-up 
shops. 


= 18% do only one large shop for the week (and nothing else). 
= 5% buy in bulk fortnightly or monthly. 
Collectively, above 73% of respondents report doing most of their shopping in large regular 


shops. (In contrast, 23% of respondents reported doing several smaller shops throughout 
the week while 4% responded that they use another approach.) 


This general approach of doing large regular shops may be a source of competitive 
advantage for supermarkets, since they can provide consumers with the relative 
convenience of doing most of their shopping in a single place. 
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7.2.4. Many consumers are shopping around 


Even though most consumers do most of their shopping in a single trip, consumer survey 
data suggests consumers tend to visit multiple venues. In response to the ACCC consumer 
survey, most respondents reported typically visiting multiple stores during a typical week to 
do their grocery shopping. 


= nearly 70% indicated they visit either 2 or 3 stores in a typical week 
= 14% of respondents typically visit only one store 
= 11% visit 4 stores 


= 6% visit 5 or more stores. 


Of consumers that visit multiple stores, in free text responses, many reported doing so as a 
cost saving measure (for example, to purchase items on special from multiple retailers). We 
are considering whether for many other consumers, cross-shopping behaviour may be driven 
by seeking particular higher quality or otherwise differentiated groceries from specialist 
retailers. 


Cross-shopping behaviour by consumers indicates that even where other grocery retailers 
are not a consumer's ‘main store’, they may nonetheless impose a degree of competitive 
constraint on supermarkets where offerings overlap. 


7.2.5. Consumers are comparing prices more than in 2008 


One major change in consumer behaviour since the 2008 Grocery Inquiry is the proportion of 
consumers comparing grocery prices. Retailers’ incentive to compete on price depends on 
consumers’ ability to identify which retailers are cheaper (both on particular items, and 
overall). 


This year, almost half of the respondents to the ACCC consumer survey reported ‘always’ 
(25%) or ‘most times’ (22%) comparing prices between stores before shopping. A further 
38% of respondents ‘sometimes’ or ‘very occasionally’ do, with only 15% saying they never 
do. In contrast, in the ACCC’s 2008 consumer survey, only 17% of consumers reported 
‘always’ comparing prices, 28% reported ‘sometimes’ comparing and 55% reported ‘never’ 
comparing prices before shopping. 


This change may be attributable in part to increasing ease of price comparison via online 
options (including supermarket websites and apps). In the ACCC’s 2008 consumer survey, 
55% of consumers who compared prices before shopping relied on brochures/letter drops. 
In contrast, this year in the ACCC consumer survey, around 65% of consumers who compare 
prices reported doing so via online methods while 13% reported using catalogues and 
brochures. 


However, comparing prices still costs consumers time and effort. For a larger shop, 
comparing total spend across different retailers (potentially involving different product 
options, sizes and promotions) is time consuming and requires substantial effort. As a 
result, consumers tend to focus on comparing a smaller selection of certain ‘key value 
items’.59? 


While online price comparison may have made it easier for consumers to compare prices 
and increased the number of consumers comparing, web traffic analysis undertaken by the 


52 ACCC, Grocery Inquiry Final Report, 5 August 2008, p xvi. 
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ACCC suggests consumers may focus their comparison activities on a relatively small range 
of items. 


ACCC analysis of SimilarWeb data indicates that Australian users of the websites of ALDI, 
Coles, IGA and Woolworths on average spend less than 5 minutes on a supermarket’s 
website, and on average visit less than 7 pages. Consumers’ use of price comparison 
websites and apps is discussed in chapter 6. 


In addition, we are considering whether certain supermarket promotional activities may 
make it difficult for consumers to assess value, including determining which retailer may 
offer a lower basket price overall at any given time. If consumers have difficulty comparing 
prices, this may reduce the extent to which supermarkets compete on price. Consumers’ 
ability to assess supermarket promotions and compare prices is examined in greater detail 
in chapter 6. 


7.2.6. Despite industry developments, in-person supermarket 
shopping remains most consumers’ first choice 


As introduced in chapter 3 the retail supply of groceries in Australia has evolved as 
technology has progressed. 


Industry developments include some market participants’ increasing focus on online 
shopping options (including delivery and click-and-collect), the advent of rapid delivery 
options (offering same-day or faster delivery), and some market participants’ increasing 
emphasis on loyalty and subscription models. Some relevant industry developments are 
depicted at figure 7.8. Many of these developments were further spurred in 2020 by 
lockdown and social distancing measures related to COVID-19. 


However, responses to our survey indicate in-store shopping remains most consumers’ first 
choice. In responses to the question ‘How do you usually buy most of your groceries?’ most 
respondents (85%) stated they primarily shop in-store. Of the 15% of respondents buying 
most of their groceries online, 8% of respondents use delivery options and 7% buy online to 
pick-up in-store. 


53 ACCC analysis of Similarweb data, Australian users, January 2024 - June 2024, desktop and mobile users of: aldi.com.au, 
coles.com.au, iga.com.au, woolworths.com.au. Average pages per visit: 6.98. Average visit duration: 4:39. 
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Figure 7.8: Timeline of relevant developments in grocery retailing 


August 2009 


Costco enters Australia 


April 2012 


Loyalty Pacific 
relaunches FlyBuys 


August 2013 


Woolworths launches 
Woolworths Metro 


April 2018 
Metcash launches 
IGA Rewards 


November 2018 


Coles launches 
Coles Local 


May 2020 
Metcash launches 
IGA Shop Online 


February 2021 


Coles launches 
90-minute Click&Collect 


September 2021 


Milkrun launches 
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Coles launches 
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December 2017 


Amazon enters 
Australia 
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April 2018 


Coles launches same-day 
delivery partnership with 
Airtasker 


February 2020 
Costco launches online 
shopping in Australia 


July 2020 


Woolworths relaunches 
Everyday Rewards 


July 2021 
ALDI launches Corner Store 


September 2021 


Woolworths launches 
Everyday Market 


May 2023 


Woolworths 
acquires Milkrun 
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7.2.7. Consumers choosing ALDI as their main store have 
different priorities 


Responses to the ACCC consumer survey suggest consumers choosing ALDI as their main 
store are strongly influenced by value. 


For respondents who identified ALDI as their main store, 85% identified value as the primary 
factor influencing their store choice (figure 7.9). In contrast, value is the primary factor for 
only 16% of respondents who identified Coles as their main store, or 13% of respondents 
who identified Woolworths as their main store (figures 7.10 and 7.11 respectively). For 
consumers who identified either Coles or Woolworths as their main store, ‘convenience’ was 
the most selected factor for both groups. 


Figure 7.9: ALDI ‘main store’ consumers are strongly motivated by value 


Top 5 factors influencing choice of main store, respondents whose main store is ALDI 


Value 15% 


Convenience W 72% 


Quality of produce W 67% 


Wide range of products 


Quality of pantry items and non-perishables 


m Main Factor 


Source: ACCC consumer survey. 
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Figure 7.10: Coles ‘main store’ consumers choose convenience first 
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Top 5 factors influencing choice of main store, respondents whose main store is Coles 
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Source: ACCC consumer survey. 
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Figure 7.11: Woolworths ‘main store’ consumers choose convenience first 


Top 5 factors influencing choice of main store, respondents whose main store is 
Woolworths 


Convenience 38% 
Wide range of products 52% 


Value 36% 


Wide range of brands 42% 
Familiarity with store Jj 35% 
0% 20% 40% 60% 80% 100% 


% of respondents 


m Main Factor Secondary Factor 


Source: ACCC consumer survey. 


7.3. Changes in the supermarket industry since 
2008 - online retailing, loyalty programs and 
ecosystem expansion 


In this section we discuss 3 significant changes in the supermarket industry which may have 
potential competitive significance, namely: 


= the growing relevance of online retail 
= loyalty and subscription programs 
= supermarkets’ expanding ecosystems. 


7.3.1. Online retailing 


Coles and Woolworths both submit the growth of online retail is a change in the Australian 
grocery retail industry since 2008 with relevance for competition dynamics.°™* 


Similarly, Metcash submits that ‘online capability is an expectation of a significant 
proportion of Australian consumers’. However, Metcash submits that ‘the proportion of 
revenue generated by online sales for IGA retailers will be materially less than in respect of 
Coles and Woolworths’. It submits revenue from online sales generated by the IGA 
network using IGA Shop over the 12 months preceding its submission was less than 1% of 
total retail sales.°°” 


594 Coles, Submission to the Inquiry, published May 2024, p 2; Woolworths, Submission to the Inquiry, published May 2024, 
p7. 


595 Metcash, Submission to the Inquiry, published May 2024, p 12. 


596 ~Metcash, Submission to the Inquiry, published May 2024, p 12. 
597 Metcash, Submission to the Inquiry, published May 2024, p 12. 
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Online marketplaces 


Online marketplaces generally facilitate transactions between third-party sellers and 
consumers on a common platform. Some online marketplaces, such as Amazon, are also 
vertically integrated and retail their own goods on their platform which may include some 
packaged non-perishable groceries. 


Woolworths’ submission particularly identifies Amazon as a relevant online marketplace 
competitor.°?® Woolworths submits since Amazon entered Australia in 2017, it has grown 
rapidly, and cites a source which states that Amazon is projected to reach a Gross 
Merchandise Value of $5.5 billion in Australia for FY2024.5%° 


Coles submits ‘[c]ost of living pressures are also resulting in ... a greater willingness to 
search out value through alternative distributors of traditional grocery products, including 
online operators such as Amazon’. 


However, the ACCC consumer survey data suggests this competition is at present limited to 
a relatively small subset of consumers. 


= 5% of respondents reported ‘regularly’ purchasing groceries from Amazon 
= 17% of respondents reporting ‘occasionally’ purchasing groceries from Amazon 


= 78% of respondents reported they never purchase groceries from Amazon. 


Similarly, preliminary analysis suggests this competition may be limited to a relatively small 
range of products (likely packaged non-perishable groceries). Less than 0.5% of respondents 
identified Amazon as their ‘main’ grocery store. 


Coles, Woolworths and the Australian Retailers Association’s (which represents Australian 
retailers including Coles and Woolworths) submissions were the only responses to the 
Issues Paper to raise Amazon as a potentially significant competitor. 


Meal kit and rapid meal delivery services 


Meal kit services (for example, HelloFresh) deliver ‘meal kits’ (portioned ingredients with 
corresponding recipes for preparation at home by consumers), ready-to-eat meals, or both. 
Rapid meal delivery services (for example, UberEats) typically operate as platforms, 
facilitating transactions between third-party restaurants and consumers. 


Each of Coles, Metcash and Woolworths made submissions about either meal kit or rapid 
delivery services, or both: 


= Coles submits it has responded to competition from meal kit and pre-prepared meal 
delivery services by launching pre-prepared meal product ranges including Coles 
Nature’s Kitchen, Coles Kitchen and Coles PerForm ranges.°°' 


= Metcash submits it has responded to rapid meal delivery services by funding stores to 
refurbish and by considering its product mix.°°? 


58 Woolworths, Submission to the Inquiry, published May 2024, p 21. 


59 Woolworths, Submission to the Inquiry, published May 2024, p 21. 
600 Coles, Submission to the Inquiry, published May 2024, p 10. 


601 Coles, Submission to the Inquiry, published May 2024, p 26. 
62 Metcash, Submission to the Inquiry, published May 2024, p 12. 
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= Woolworths submits it faces competition from meal kit services and rapid meal delivery 
services, which compete with Woolworths for “share of stomach”.°°? 


Coles, Metcash and Woolworths’ submissions were the only responses to the Issues Paper 
to mention meal kit and rapid meal delivery services as a competitive force. 


When considering competition for the retail supply of groceries, the ACCC has not previously 
considered meal kit and rapid delivery services to be a source of close competition 
constraint for supermarkets. 


7.3.2. Loyalty programs 


As introduced in section 6.3, Coles, Metcash, Woolworths and certain independent 
supermarkets, such as Drakes and Harris Farm, operate loyalty programs. 


We are considering whether these programs confer competitive advantages on 
supermarkets with established loyalty programs, or may act as a barrier to entry or 
expansion by rival supermarkets. 


In the ACCC’s 2019 Customer Loyalty Schemes Review, the ACCC considered loyalty 
schemes did not then give rise to competition concerns in the supermarket industry, though 
noted this risk could arise. 


The ACCC found: 


To date, customer lock-in effects associated with supermarket loyalty schemes do 
not appear to raise competition concerns. However, it is not yet clear whether Coles 
and Woolworths will be able to create stronger exclusivity effects in future through 
the use of their extensive membership data and the potential to make offers through 
personalised communications and targeted marketing.°™ 


Submissions on loyalty programs 


We received a range of submissions to our Issues Paper regarding the effect of loyalty 
programs on competition. We outline relevant excerpts below. 


Metcash submits loyalty programs (in particular, those offered by vertically integrated 
supermarket chains such as Coles and Woolworths) affect consumers by ‘tying’ grocery 
purchasing decisions to loyalty program membership.®°°° 


Metcash also submits loyalty programs confer data-related competitive advantages, 
submitting ‘the size and nature of the loyalty programs offered by the vertically integrated 
chains provide them with a significant tying advantage as well as providing them with a data 
set which reinforces their market position’.°° 


CHOICE also submits loyalty programs confer data-related competitive advantages, 
submitting: 


The exclusive use of aggregated data by major supermarkets is likely to entrench 
their market power. Smaller food and grocery retailers and retailers without loyalty 


63 Woolworths, Submission to the Inquiry, published May 2024, p 29. 
604 ACCC, Customer Loyalty Schemes Review Final Report, December 2019, p 101. 


605 Metcash, Submission to the Inquiry, published May 2024, p 10. 
606 Metcash, Submission to the Inquiry, published May 2024, p 10. 
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schemes are operating at an information disadvantage as a result. Competitors to 
Coles and Woolworths have significantly less access to customer shopping 
preferences, market opportunities, pricing data and data for targeted advertising.” 


Regarding potential data advantages or barriers to entry and expansion related to data 
access, Flybuys submits: 


The data held and utilised by loyalty programs is just one source of information 
available within a broad and complex data ecosystem (which also consists of a 
range of data brokers, digital platforms, data sharing platforms and other freely 
available sources), as well as data available from within a supermarket’s own 
operations. ... Additionally, all supermarkets, irrespective of whether they offer a 
loyalty program, collect data about transactions that occur at their stores through 
POS systems, which can then be aggregated with information and insights from third 
party sources.°® 


Coles submits it offers a valuable loyalty program (its joint venture interest in Flybuys) as a 
method of attracting consumers, submitting ‘Coles competes in the grocery (and broader 
retail) industry ... through the quality and relevance of its loyalty program... Coles has 
continued to make significant investments through its joint venture interest in Flybuys to 
deliver additional value to households’.°°? 


Woolworths submits consumers are not locked into using Everyday Rewards, submitting: 


The Everyday Rewards Program is free and easy to join — there are no entry, 
membership or exit fees or other conditions to join or leave. There is no restriction on 
members also being members of other loyalty programs and customers are often 
members of multiple loyalty programs. Every member is entitled to the same number 
of base points for earning and redeeming points, irrespective of the member's 
participation in the Everyday Rewards program.°'° 


Regarding consumer switching, Flybuys submits: 


Loyalty programs are only one factor in consumers’ decisions to choose a 
supermarket, and there are a range of other factors that drive consumers’ shopping 
decisions ... [C]ertain supermarkets do not operate or are not affiliated directly with a 
loyalty or rewards program (such as ALDI) ... ALDI’s experience shows that focussing 
on factors (other than loyalty) ... can foster a successful expansion strategy.°"" 


7.3.3. Ecosystem expansion 


‘Ecosystems’ refers to the concept of a multi-product ecosystem, which is a collection of 
related or adjacent products and services offered by a single corporate organisation or 
group. These products may be connected through demand or supply-side links. 


Figure 7.12 includes a table outlining the core and adjacent areas of expansion by 
Woolworths and Coles. Ecosystem expansion may have been a strategy of Coles and 
Woolworths in recent years. However, there have also been examples of Coles or 


607 CHOICE, Submission to the Inquiry, published May 2024, p 32. 
608 Loyalty Pacific (Flybuys), Submission to the Inquiry, published May 2024, pp 5-6. 
609 Coles, Submission to the Inquiry, published May 2024, p 25. 


610 Woolworths, Submission to the Inquiry, published May 2024, p 37. 
611 Loyalty Pacific (Flybuys), Submission to the Inquiry, published May 2024, pp 3-4. 
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Woolworths reducing the breadth of their offering, such as Woolworths selling its petrol 
operations to EG Group in 2019.612 


To a lesser extent, Metcash’s horizontal integration across grocery, liquor and hardware 
wholesale business units could be described as an ecosystem.°'? 


The Terms of Reference limits our focus to the level and nature of competition for the supply 
of groceries. Nevertheless, the ecosystems of the supermarkets are, in our view, relevant if 
they impact the extent and nature of competition in the supply of groceries. For example, as 
a source of competitive advantage due to economies of scale and scope, or data 
advantages. 


Figure 7.12: Coles and Woolworths are developing broad ecosystems 


Table outlining areas of expansion by Coles and Woolworths 


Product or service Woolworths Coles 


Grocery (business to consumer) Supermarkets (Woolworths 
retailing 


Supermarkets (Coles, Coles 
Supermarkets, Metro) Local) 


Liquor (Liquorland, First 
Choice, Vintage Cellars) 


Meal kits (QuiteLike) 


Grocery (business to business) Coles for Business 


retailing and wholesale 


B2B (Woolworths at Work) 


Wholesaling (Australian 
Grocery Wholesalers) 


Food services (PFD Food 
Services)°"4 


Household services 


Household products 


Supplier/partner services 


Mobile telco services 
(Everyday Mobile) 


Insurance (Everyday 
Insurance) 


Consumer goods retailing 
(Big W, Everyday Market) 


Pet products (Petstock) 


Media, advertising 
(Cartology) and data 
(Woolies iQ (wig), 
Quantium)®'® 


Payments (wPay) 


Mobile telco services 
(Coles Mobile) 


Financial services (Coles 
insurance, credit cards, 
personal loans) 


Online household goods 
store (Coles Best Buys) 


Online pet product store 
(Swaggle) 


Media, advertising, data 
analytics (Coles 360, Coles 


Synergy) 


Source: Desktop research of company announcements, media releases and news coverage. 


612 Woolworths, Completion of sale of Woolworths Group's Petrol business and announcement of off-market-buy-back, 


1 April 2019, accessed 22 August 2024. 


613 Metcash, About us, accessed 22 August 2024. 
614 65% ownership. Woolworths, Woolworths announces strategic investment in PFD Food Services, ASX market 


announcement, 19 August 2020. 
615 75% ownership. Woolworths, Woolworths deepens partnership with Quantium, ASX market announcement, 20 April 2021. 
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7.3.4. Serial acquisitions 


The ACCC has previously identified grocery retailing as a sector that has experienced serial 
acquisitions.°'® We are considering whether serial acquisitions by Coles and Woolworths of 
land rights or competitors may have long term implications for competition in the 
supermarket industry. 


Serial acquisitions occur when a business makes a series of typically smaller 
acquisitions.°'” While a single acquisition may not individually raise competition concerns, 
the cumulative effect of the series could lead to a substantial lessening of competition. 


Serial acquisitions may facilitate the acquisition of substantial market power, and potentially 
erode competition in that market. Firms already benefitting from a position of substantial 
market power may use serial acquisitions to strengthen or entrench it.°'® 


Serial acquisitions can raise several competition issues, including: 


= greater market concentration through incremental increases in market share (this can 
create large or dominant firms with greater control over price setting, service, quality 
and/or some other element of competition) 


= reduced choice or variety for customers, including from the loss of smaller independent 
competitors and other rivals 


= reduced competition, innovation and/or dynamism by: 
— reduced longer-term investments 


— the acquisition of a nascent competitor that may, but for the acquisition, contribute to 
eroding existing market power of the acquirer 


— increased homogeneity across firms’ business models. 


= smaller or potential competitors may face increased difficulty reaching minimum 
competitive scale as a result of the contestable market being reduced (this can also 
impact purchasing power, marketing spend, and other similar elements) 


= large or dominant firms may also be able to raise barriers to entry and expansion (this 
may be by way of by brand proliferation, where a firm has several differentiated brands 
targeting separate market segments, making it more difficult for potential entrants to 
establish a niche, particularly in smaller local markets). 


Metcash submits: 


..the dominant position of the vertically integrated chains, both nationally and in local 
markets, has been materially facilitated by the acquisition of independent stores over 
an extended period of time (ie more than 20 years). As such, Metcash considers that 
creeping [serial] acquisitions by large vertically integrated retailers not only have a 
negative impact by removing a differentiated competitive choice within local 
markets, but also have broader competitive impacts by affecting economies of scale 
available to the independent sector.61° 


616 OECD, Serial Acquisitions and Industry Roll-ups - Note by Australia, 6 December 2023, p 4. 
67 OECD, Serial Acquisitions and Industry Roll-ups - Note by Australia, 6 December 2023, p 3. 


618 ACCC, Submission to Treasury - Competition Taskforce, Merger Reform — Consultation Paper, January 2024, p 8. 
619 Metcash, Submission to the Inquiry, published May 2024, p 7. 
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Possible reforms to the merger regime 
Serial acquisitions are a key challenge with existing merger laws in Australia. 


This is due to 2 key reasons. Firstly, the ACCC might not become aware of acquisitions until 
a considerable time after they have completed, and market power has already been 
accumulated. Secondly, section 50 of the Competition and Consumer Act 2010 (Cth), which 
prohibits mergers and acquisitions that would have the effect, or likely effect, of 
substantially lessening competition in any market, has been suggested to focus on the 
effect of the incremental change of a single acquisition and not the cumulative effect of a 
series of acquisitions.°”° 


In April 2024, the Australian Government announced proposed reforms to Australia’s merger 
laws calling for a fit for purpose merger regime to better identify and prevent anti- 
competitive transactions.®?' Subject to consultation on the exposure draft and ultimately the 
passage of legislation, these reforms will commence from 1 January 2026. 


As part of the reforms, the Australian Government is considering changes to better capture 
and assess serial acquisitions. The exposure draft of the proposed legislation that was 
released on 24 July 2024 provides that the cumulative effect of all mergers within the 
previous 3 years by the merger parties (that involve the same industry as the notified 
acquisition) may be considered as part of the assessment of the notified merger, whether or 
not those mergers were themselves individually notifiable.° 


The Australian Government is also considering specific notification thresholds to capture 
serial acquisitions. This may include: 


= a Ministerial power to introduce additional targeted notification thresholds in response to 
evidence-based concerns regarding certain high-risk mergers 


= an aggregation mechanism whereby the previous 3 years by the acquirer or the target 
will be aggregated for the purposes of assessing whether a merger meets the 
notification thresholds, irrespective of whether those mergers were themselves 
individually notifiable.°*° 


We are considering the implications for competition in the Australian supermarket industry if 
these reforms are implemented, including how they would and should apply to supermarket 
acquisitions. 


For the regime to be effective in relation to supermarkets, thresholds need to be set in such 
a way that high risk transactions are captured, and the ACCC has a meaningful ability to 
assess Serial acquisitions, including across geographic markets. It will be important to 
assess whether the new regime captures the types of acquisitions by supermarkets the 
ACCC has previously found were likely to substantially lessen competition - and opposed - 
such as Woolworths’ acquisition of SUPA IGA Karabar.°*4 


As we discuss further in section 7.8.5 below, access to suitable retail sites is a key issue we 
are considering in this Inquiry. In the next phase of this Inquiry we will examine access to 
retail sites in detail, which will include examining the nature, value and extent of acquisitions 


620 ACCC, Submission to Treasury - Competition Taskforce, Merger Reform — Consultation Paper, January 2024, p 9. 


621 The Hon Dr Jim Chalmers MP Treasurer, Address to the Bannerman Competition Lecture, 10 April 2024. 
622 The Treasury, Reforming mergers and acquisitions — exposure draft, 24 July 2024, s 51ABZ. 


623 The Treasury, Merger Reform: A Faster, Stronger and Simpler System for a More Competitive Economy, 10 April 2024, p 9. 
624 ACCC, ACCC opposes Woolworths’ acquisition of SUPA IGA Karabar, Media release, 26 May 2023. 
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(including the acquisition of leases for retail sites and the acquisition of shopping centres 
which contain supermarkets) by Coles and Woolworths over time. 


We will provide our views on these issues in the Final Report. 


7.4. Competition between Coles and Woolworths 


As noted in section 7.1.3, supermarket retailing at the national level is highly concentrated. 
Such a market structure is typically not conducive to vigorous competition. 


The nature and extent of competition between Coles and Woolworths will be a material 
factor in our conclusions on the level and nature of competition between supermarkets, 
which we will publish in the Final Report. 


7.4.1. Coles and Woolworths provide consumers with broadly 
similar grocery retail offerings 


Our preliminary observation is that Coles and Woolworths provide broadly similar 
supermarket offerings. Both primarily offer large format, full range supermarkets with a 
broad range of products and brands. Both have also launched small format stores (Coles 
Local and Woolworths Metro respectively). 


Both also use an ‘omnichannel’ grocery retail model. Omnichannel is a term for retail 
business strategies which provide a seamless shopping experience across all possible 
physical and digital contact channels. For example, in the retail supply of groceries, this 
includes in-store shopping, website and app-based shopping, delivery and click-and-collect. 


This omnichannel strategy appears distinct from other supermarkets in Australia which 
generally focus on brick-and-mortar store offerings with limited online or app services. 


7.4.2. Price competition between Coles and Woolworths 


We are considering the nature and extent of price competition between Coles and 
Woolworths. 


Consumer survey responses suggest concerns about a lack of price 
competition 

The price of groceries, and the nature and extent of price competition between Coles and 
Woolworths, appears to be a major concern for Australian consumers. In free text responses 
to the ACCC’s consumer survey, consumers expressed concerns about the price of groceries 
and extent of price competition between Coles and Woolworths. 

For example: 


« ‘There seem to be significantly less markdowns or the value is no longer there when 
there are specials’. 


=“... Coles and Woolworths seem to price match each other on high prices and special 
offers and often they are the only shops close by so you have no choice...’. 
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Submissions to the Issues Paper on price competition 


In submissions made in response to the Issues Paper, interested parties expressed mixed 
views on the level of price competition between Coles and Woolworths. 


Coles and Woolworths both submit they have a long-standing practice of offering value to 
customers in the form of everyday low prices, specials and promotions.®*° For example, 
Woolworths submits it has more than 2,500 products on its Everyday Low Price program and 
maintains over 6,000 Weekly Specials.°° 


UpUp submits weekly specials are the main way Coles and Woolworths compete on price.*®?’ 
In UpUp’s view, this ‘...allows for price competition without permanently dropping prices 
across the board in a way that erodes long term profits’.°® 


We discuss the pricing of supermarkets in chapter 5. We are considering the extent to which 
price competition is occurring on local, state or national dimensions. 


Coles and Woolworths’ shelf pricing may be broadly similar to each 
other's 


As discussed in chapter 5, in June 2024, CHOICE published ‘mystery basket shop‘ market 
research suggesting that on a given basket of typical groceries, Coles and Woolworths’ 
pricing is relatively similar, albeit with notable differences after adjusting for specials. 


UpUp submits, based on analysis of 5000 products in Coles and Woolworths, there is an 
extremely high degree of price matching between Coles and Woolworths, and where price 
discrepancies exist, they are closed quickly.°”° 


Close or matched retail prices can arise in markets where there is vigorous competition as 
well as markets where competition is soft. 


As outlined in section 7.1.3 (figure 7.3), the Australian supermarket industry is highly 
concentrated. Coles and Woolworths collectively account for approximately 67% of national 
supermarket retail sales. ALDI, Coles, Metcash (as a proxy for the independent supermarkets 
it supplies) and Woolworths together account for approximately 83% of supermarket retail 
sales. This market structure is one of oligopoly, where the vast majority of supply in the 
market is from a small number of firms. 


In an oligopoly, firms are likely to maximise their profits based on expectations of how other 
firms are likely to react.®°° This may limit incentives to compete vigorously on price, if 
dominant firms believe that a reduction in prices by one firm will provoke an equal reduction 
by other dominant firms, resulting in a lower profit margin without a change in market 
shares. 


The incentive for Coles and Woolworths to compete vigorously on price will then depend 
upon the payoffs each party expects from this competition. This will depend on several 


6235 Coles, Submission to the Inquiry, published May 2024, p 25; Woolworths, Submission to the Inquiry, published May 2024, 
p13. 


626 Woolworths, Submission to the Inquiry, published May 2024, p 13. 


627 UpUp, Submission to the Inquiry, published May 2024, p 2. 
628 UpUp, Submission to the Inquiry, published May 2024, p 2. 


629 UpUp, Submission to the Inquiry, published May 2024, p 3. 
630 D W Carlton & J M Perloff (1990) Modern Industrial Organization, 4th edition, Pearson, Edinburgh, p 182. 
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factors, including expected changes in market share (if any) and the likelihood of significant 
entry or expansion. 


In a market where the threat of significant entry or expansion in the short term is low, Coles 
or Woolworths would likely individually have little incentive to broadly discount prices 
significantly below the other. Doing so would likely prompt equivalent discounting by the 
other supermarket, thereby reducing profit margins with minimal change in market share. 


As discussed in chapters 5 and 8, we will continue our analysis of profit margins and price 
movements over time to assess the extent that price similarity between Coles and 
Woolworths may either demonstrate effective competition or muted competition. We 
consider the extent of competitive constraint provided by the threat of entry and expansion 
in section 7.8. 


7.5. Competition from ALDI 


ALDI is Australia’s third largest supermarket business, comprising 9% of retail sales by 
revenue (figure 7.3). As such, we consider ALDI an important source of competitive 
constraint on Coles and Woolworths. This section explores aspects of ALDI’s approach with 
potential implications for retail competition. 


7.5.1. Implications of ALDI’s approach to price competition 


ALDI advertises itself as providing ‘Australia’s lowest prices’, promising consumers ‘[it] won't 
be beaten on the cost of your weekly shop’.®*'! ALDI submits its business model ’relies on 
measures such as having a limited range of products, an efficient supply chain and a smaller 
store footprint to keep operations efficient and costs low’.632 


ALDI also focusses its range with 90% being exclusive ALDI brands.**? ALDI submits it does 
not offer price mark ups and discounts, otherwise known as high-low pricing, and instead 
focusses on ‘everyday low pricing’.°°4 


Our analysis in figure 7.1 also highlights ALDI’s differentiated approach compared to Coles 
and Woolworths. 


Responses to the ACCC consumer survey indicate ALDI’s limited range means many 
consumers shop at ALDI for products available there first, before shopping elsewhere 
(principally Coles and Woolworths) for products not ranged by ALDI. For example, 
consumers told the ACCC: 


= ‘| go to Aldi first for my regular staples such as fruit, vegetables, dairy, cleaning products 
and if there is anything | can’t find | go to Woolworths then lastly Coles’. 


= ‘It seems the only way we can try to lower our bill is shop all the specials. Aldi first then 
specials at Cole’s or woollies. Means more of my own time spent and not always budget 
friendly but it’s the only way I can try to make ends meet’. 


= ‘| shop at Aldi first and then go to Coles if there is something that is not for sale at Aldi’. 


631 ALDI, About ALDI: Price promise, accessed 22 August 2024. 
632 ALDI, Submission to the Inquiry, published May 2024, p 1. 
633 ALDI, Submission to the Inquiry, published May 2024, p 3. 
634 ALDI, Submission to the Inquiry, published May 2024, p 2. 
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= ‘Our grocery bill has skyrocketed like we couldn't believe. We now shop at Aldi first, and 
then top up at Coles/Woolies. The amount we pay for a trolley full of groceries at Aldi, we 
pay the same amount for a basket full at Coles/Woolies’. 


ALDI's ‘Shop at ALDI first and save’ marketing campaign in 2023 implicitly acknowledges 
this behaviour by a segment of consumers stating 'we know you see other supermarkets, but 
you'll save more if you shop at ALDI first’.°°° 


Our preliminary analysis suggests ALDI provides only a partial price constraint to Coles and 
Woolworths as: 


= its product range only covers part of Coles’ and Woolworths’ ranges and its store 
experience is more differentiated 


= its store numbers are still significantly less than Coles and Woolworths (despite 
significant expansion) 


= jt does not operate in Tasmania, the Northern Territory, far north Queensland, or many 
regional or remote areas 


= it does not offer online ordering or home delivery 


= 38% of consumers surveyed by the ACCC reported regularly shopping at ALDI compared 
to 47% and 56% for Coles and Woolworths respectively. 


The above factors may support a view that a large proportion of consumers do not view 
ALDI as close a substitute to Coles or Woolworths, as Coles and Woolworths are to each 
other. 


7.5.2. ALDI's approach to sites and convenience 


Our preliminary analysis suggests ALDI stores are, on average, significantly closer to a 
competing supermarket. 


Figure 7.13 indicates ALDI stores are on average 400 metres or less from a competing 
supermarket. This proximity is relatively stable irrespective of whether the ALDI site is in a 
major city, inner regional area, or outer regional area. 


In contrast, Coles, IGA and Woolworths sites tend to be further from competitors, with the 
distance increasing as population density decreases. 


The proximity of ALDI stores to other supermarkets seems likely to increase convenience for 
those of its customers requiring a top-up shop at a different supermarket. This in turn seems 
likely to increase the likelihood of consumers choosing to ‘Shop at ALDI first’ rather than 
doing their entire shop at Coles or Woolworths. 


635 ALDI Australia, Shop at ALDI first and save, YouTube, 16 June 2023, accessed 22 August 2024. 
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Figure 7.13: ALDI sites are, on average, within 400m of a competing supermarket 


Average distance from a supermarket to the nearest competing supermarket. 
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Source: ACCC analysis of data provided by GapMaps. 


7.6. Competition from Metcash-supplied 
independents 


Metcash-supplied retailers (such as IGA stores) are independent businesses. Nevertheless, 
they collectively play a significant role in competition in the Australian supermarket industry. 


As discussed in section 7.1.3, using Metcash revenues as a proxy (which understates 
independent supermarket revenues), we estimate Metcash-supplied independent 
supermarkets account for approximately 7% of national supermarket retailing in Australia. 


We are considering the competitive constraint Metcash-supplied independents impose on 
other supermarkets. As part of this, we are considering whether a lack of material direct 
competition to Metcash in the wholesale supply of groceries may ultimately limit 
independents’ ability to compete effectively on price. 


7.6.1. Supermarkets have different levels of vertical integration 


For the purposes of this report, we broadly categorise supermarkets in Australia as vertically 
integrated supermarkets or non-vertically integrated supermarkets, by reference to the 
extent of operations each has at the wholesale level of the supermarket supply chain. 


Vertically integrated supermarkets operate significantly at the wholesale level. Such 
companies operate their own distribution centres and can supply their own stores. This 


group includes the large national supermarket chains (ALDI, Coles and Woolworths) as well 
as other supermarket chains including Costco, Drakes and Harris Farm. 


Non-vertically integrated supermarkets source most of their supply from a wholesaler. 
Metcash-supplied independent supermarkets fall into this category. Non-vertically integrated 
supermarkets may also source supply directly from suppliers to some extent. 


There are over 2,000 independent, non-vertically integrated supermarket stores in 
Australia.°?° Metcash submits it is a supplier to over 1,600 grocery stores across 
Australia.®” 


7.6.2. Competition on price (and potential relevance of Metcash’s 
share of wholesale supply) 


Independent supermarkets supplied by Metcash may be significantly influenced by Metcash 
when setting their prices. We are considering the extent Metcash’s wholesaling practices 
and market position may limit effective competition on price by Metcash- -supplied 
independents. 


Metcash submits Metcash-supplied retailers compete locally on price and run market 
competitive promotions.®*® Metcash further submits it does not set retail prices, and 
Metcash-supplied retailers, including IGA retailers, set their own pricing.°?? Metcash’s 2023 
Annual Report states ‘[t]he IGA price gap to the major chains has narrowed to our most 
competitive position ever’, implying that IGAs are generally priced higher than Coles and 
Woolworths overall (though this gap is reducing).°*° 


Even if their pricing is higher on average, differences in discount and promotional pricing by 
Metcash-supplied retailers means these retailers may be priced lower than nearby ALDI, 
Coles and Woolworths on certain items from time to time. This means price-conscious 
consumers can benefit from having more choice of supermarket in their local area to ’shop 
the specials’. 


On price competition, it is relevant that most independent supermarkets have no cost- 
effective alternative wholesale supplier to Metcash for the bulk of their packaged groceries. 
As noted by Metcash in its submission, ‘Metcash is the largest grocery wholesaler to the 
independent grocery segment in Australia, supplying 1,600 grocery stores’. 


Given the large number of independent grocers Metcash supplies, Metcash’s position is a 
potentially significant factor for competition and prices at the retail level. 


Metcash submits it is not the exclusive supplier to Metcash retailers and IGA retailers 
acquire approximately 74% of their goods from Metcash (with the remaining 26% sourced 
from other suppliers).°42 


636 ACCC analysis of data provided by GapMaps. 
637 Metcash, Submission to the Inquiry, published May 2024, p 4. 
638 Metcash, Submission to the Inquiry, published May 2024, p 4. 


639 Metcash, Submission to the Inquiry, published May 2024, pp 8-9. 


640 Metcash, Annual Report 2023, p 20. 
61 Metcash, Submission to the Inquiry, published May 2024, p 4. 
642 Metcash, Submission to the Inquiry, published May 2024, p 13. 
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Metcash further submits there are several other wholesalers operating in Australia, 
including: 


"specialist meat, seafood and fresh produce distributors 
= wholesalers who focus on cuisine types (for example Chinese or Italian) 


= a certain number of general wholesalers in addition to Metcash that can supply 
supermarket retailers.°*? 


Our preliminary analysis suggests other ways some independent supermarkets may be able 
to access wholesale supply, including: 


= through Queensland-based SPAR (provided SPAR were to have the requisite breadth of 
range and logistical capacity) 


= bypass Metcash and source products directly from upstream suppliers (provided said 
suppliers were willing to deal directly with retailers) 


= buying group arrangements (provided suppliers were willing to deal with buying groups). 


We are considering the extent to which these are viable alternatives to supply by Metcash. 
Metcash is not a wholesale supplier to Harris Farm, Drakes (outside of Queensland), or 
SPAR.°*4 


While independent supermarkets would likely benefit from having more wholesale supply 
alternatives to Metcash, competition at the retail level from Coles and Woolworths likely 
plays a role in constraining the wholesale prices and terms offered by Metcash. 


7.6.3. Competition on convenience, range and other factors 


In addition to competition on price, Metcash submits other core components of Metcash- 
supplied retailers’ offerings include product range and customer experience. Metcash 
submits that aside from price competition, other core components of its offering include: 


= Variety of product: Independent operators have a strong understanding of the community 
they operate in and range products that are tailored to the community's tastes — this is a 
point of differentiation to the major supermarkets. 


« Personal service to customers: Local owners make a particular effort to be able to 
provide friendly and personal service to their customers. 4° 


Metcash’s submission notes the ACCC’s comments in the 2022 review of the potential 
acquisition of SUPA IGA Karabar, in which the ACCC concluded that the SUPA IGA Karabar 
‘offers a different shopping experience to Woolworths, Coles and Aldi. This differentiated 
shopping experience generates competitive tension in the local area...’.°“° Metcash submits 
that statement could apply to any IGA retailer throughout Australia.°”” 


643 ~Metcash, Submission to the Inquiry, published May 2024, p 13. 


644 Metcash, Submission to the Inquiry, published May 2024, p 14. 
645 Metcash, Submission to the Inquiry, published May 2024, pp 4-5. 


646 Metcash, Submission to the Inquiry, published May 2024, p 2 quoting ACCC, ACCC opposes Woolworths’ acquisition of 
Supa IGA Karabar, Media release, 26 May 2023. 


647 Metcash, Submission to the Inquiry, published May 2024, p 2. 
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7.7. Competition in regional and remote areas 


We are considering how competition dynamics differ across regions, with a focus on 
regional and remote areas. 


Data from the ACCC consumer survey indicates there is less competition and choice in 
regional and remote areas compared to metropolitan areas (see figure 7.14). 


Figure 7.14: Consumers in remote areas often consider they have “no other option” than 
their main grocery store. 


Frequency of no other option for main store in rural and regional Australia 


Regional 10% 


City | 5% 
0% 20% 40% 60% 
% of respondents 


m Main Factor Secondary Factor 


Source: ACCC consumer survey. 


Reduced choice of store unsurprisingly impacts on consumers’ main store choice. 
Responses to our consumer survey indicate consumers in remote areas were proportionally 
more likely to visit an IGA as their main store. Similarly, as ALDI does not operate in remote 
areas, no consumers in remote areas listed ALDI as their main store (see figure 7.15). 
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Figure 7.15: Consumers in remote areas are more likely to use an IGA as their main store 
Main store by remoteness 
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Source: ACCC consumer survey. 


Submissions to the Issues Paper highlighted particularly high barriers to entry and expansion 
in remote and regional areas of Australia. Distance from population centres is likely a 
significant structural impediment to entry or expansion in these locations. These challenges 
are particularly acute for remote communities, which are often First Nations communities. 


The Australian Retailers Association submits there have been efforts by larger supermarkets 
to expand into regional and remote areas, which has increased competition and improved 
access to groceries.°*® 


7.7.1. Challenges are particularly acute for First Nations people in 
remote communities 


While we have heard most regional communities have a Coles and/or Woolworths, as well 
as an independent supermarket,°“? remote communities generally have one store that is the 
main, and sometimes only provider of food in the community.°° 


We received the following submissions relevant to First Nations people in remote 
communities: 


= NT Health, which manages the Northern Territory public health system, submits Coles 
and Woolworths ‘have no presence in remote Aboriginal communities’.°°' It also submits 
remote stores have high operating costs and lack the buying power to access nationally 
competitive wholesale prices.°°? 


= Community Enterprise Queensland, which operates stores in remote First Nations 
communities, also submits major barriers to supplying remote and regional areas include 


648 Australian Retailers Association, Submission to the Inquiry, published May 2024, p 5. 
649 AE Chave, Submission to the Inquiry, published May 2024, p 3. 

650 NT Health, Submission to the Inquiry, published May 2024, p 1. 

651 NT Health, Submission to the Inquiry, April 2024, p 1. 
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distance and terrain, which impacts the affordability of goods.®® It further outlines the 
high degree of supply chain complexity involved in retailing groceries in Far North 
Queensland, including maintaining temperature controls for up to 10 days of food transit 
in tropical climates.°4 


= The Arnhem Land Progress Aboriginal Corporation, a collective of community-controlled 
stores in East Arnhem Land operating in 24 remote communities,®° considers the cost of 
doing business in remote locations is heavily influenced by higher freight and operational 
expenses. It highlighted that several remote communities are inaccessible by road during 
the wet season, and the only mode of receiving essential goods is via air freight.®°° It 
further submits the cost difference between remote, independent retailers and major 
supermarket chains is compounded by supermarkets’ comparatively greater ability to 
negotiate fees and rebates from suppliers.°” 


We note the National Indigenous Australians Agency released a discussion paper on 31 
March 2024 outlining the context, challenges and potential actions to improve food security 
outcomes in remote First Nations communities.°° 


In its discussion paper, the National Indigenous Australians Agency concluded that in many 
communities, one store often meets all food and essential grocery needs of community 
members and the nearest alternative may be hundreds of kilometres away on unsealed, 
damaged and/or seasonably inaccessible roads.°°? 


The National Indigenous Australians Agency concluded that disruption to the supply chain is 
more likely to occur in remote and very remote First Nations communities and the vast 
distancing adds significant fuel and freight costs to the price of goods. This is due to 
pressure points caused by vast distances, complex connection points and transport routes, 
geographical and seasonal isolation, inadequate storage infrastructure, poorly maintained 
freight infrastructure, and exceptionally high operating, repair, and maintenance costs.°© 


The National Indigenous Australians Agency's final strategy and suite of actions may 
alleviate some of the challenges discussed above. 


Relevance of uniform pricing policies 


As discussed in chapter 5, some supermarkets, including the major supermarket chains, 
have indicated that in practice, many of their product prices are consistent nationally (albeit 
with exceptions for certain products and in certain areas). We are considering the extent to 
which consumers in regional and remote areas benefit from competition in metropolitan 
areas, including price competition from ALDI. 


We are conducting significant pricing analysis, which will consider the extent that Coles and 
Woolworths prices differ between metropolitan, regional and remote areas. We will outline 
the result of this analysis in the Final Report. 
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657 Arnhem Land Progress Aboriginal Corporation, Submission to the Inquiry, published June 2024, p 3. 

658 National Indigenous Australians Agency, National Strategy for Food Security in Remote First Nations Communities — 
Discussion Paper, 31 May 2024. 

659 National Indigenous Australians Agency, National Strategy for Food Security in Remote First Nations Communities — 
Discussion Paper, 31 May 2024, p 30. 

660 National Indigenous Australians Agency, National Strategy for Food Security in Remote First Nations Communities — 
Discussion Paper, 31 May 2024, p 39. 


173 


7.8. Likelihood of significant entry or expansion in 
supermarket retailing 


We are considering the likelihood of significant entry or expansion in supermarket retailing in 
Australia. We are also considering the extent of barriers to entry and expansion in 
supermarket retailing in Australia, and whether these potential barriers may be preventing or 
hindering effective new entry or expansion. 


Entry (or potential entry) of new supermarkets, and growth of competitors to the major 
supermarkets, are important sources of potential competition. If new entrants can offer 
customers an appropriate alternative source of supply, incumbents can be constrained from 
increasing prices or reducing the quality of its services. A credible threat of new entry alone 
may prevent any attempt to exercise market power in the first place.°*" 


New entry must be timely, likely and sufficient in scope and nature to act as an effective 
competitive constraint.°°? 


In the 2008 Grocery Inquiry, the ACCC concluded there were several barriers to entry 
potential new entrants to supermarket retailing face, as well as barriers to expansion for 
smaller players wanting to compete in supermarket retailing. Some of the barriers we 
previously identified included: 


= lack of access to suitable retail sites 
= wholesale supply to the independent sector 


= presence of economies of scale and scope, sunk costs, and strong brand loyalty and 
reputation 


= links to other industries (such as petrol and liquor) 


= strategic behaviours to maintain exclusive access to prime sites.°© 


While the Supermarkets Inquiry will consider these matters further, submissions from 
interested parties suggest some of the barriers listed above are likely still prevalent. 


Our preliminary understanding from submissions to the Issues Paper is that successful entry 
or expansion at scale requires the following: 


= building a supplier network 
= economies of scale at the wholesale level 


= access to suitable retail sites. 


Therefore, this section focusses on the above topics after discussing some examples of 
entry or expansion since the 2008 Grocery Inquiry. 


We note wholesale supply to the independent sector is an issue explored in section 7.6.1 
when considering competition from Metcash-supplied independent supermarkets. Links to 
other industries in the context of ‘eco-system’ strategies is discussed in section 7.3.3. 


This Interim Report discusses loyalty programs in more detail in sections 6.3 and 7.3.2. 


661 ACCC, Merger Guidelines, updated 21 November 2017, p 36. 
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Our Final Report will present our findings on the likelihood of significant entry or expansion 
and barriers to entry and expansion. While this section canvasses a range of submissions 
and concerns, we have not formed any views on whether any alleged conduct is occurring or 
the implications it may have for competition in the supermarket industry. 


7.8.1. Examples of significant entry or expansion since the 2008 
Grocery Inquiry 


Since the 2008 Grocery Inquiry, Costco has entered the Australian market and ALDI has 
continued its expansion. Both Coles and Woolworths emphasised this in their submissions 
to the Issues Paper. Costco and ALDI have differentiated store layouts compared with 
Coles and Woolworths (discussed further in section 7.1.2). Costco warehouses are larger 
than, and ALDI stores smaller than, most Coles and Woolworths stores. 


Costco opened its first store in Victoria in 2009 and has expanded its network to 
15 stores.®° Media reports suggest: 


= Costco Australia recorded total sales of $4.4 billion in 2023, up 19.8% in 2022, which 
represented a 30% increase on the sales performance in 2021666 


= Costco has plans to expand to 20 stores across the country in the next 5 years.°°” 


ALDI has expanded in Australia since the 2008 Grocery Inquiry. While it has grown 
significantly, it has taken approximately 20 years to reach a national share of supply of 
approximately 10%, which remains materially less than Coles and Woolworths (see 
section 7.5). Box 7.1 describes ALDI’s entry and expansion in Australia in more detail. 


664 Coles, Submission to the Inquiry, published May 2024, p 21; Woolworths, Submission to the Inquiry, published May 2024, 
p5. 

665 E Greenblat, ‘Costco a new retail force as Australian sales race towards $5bn’, The Australian Business Review, 
1 January 2024, accessed 22 August 2024. 

666 E Greenblat, ‘Costco a new retail force as Australian sales race towards $5bn’, The Australian Business Review, 
1 January 2024, accessed 22 August 2024. 


667 E Gracie, ‘Costco reveals huge expansion plans for Australia’, New Idea, 6 July 2023, accessed 22 August 2024. 
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Box 7.1: ALDI's entry and growth in Australia 


ALDI first entered Australia in 2001, opening 2 stores at Bankstown Airport and 
Marrickville in NSW. At the time of the 2008 Grocery Inquiry, ALDI had around 170 stores. 
It now has over 590 stores.668 


Key barriers for ALDI when opening stores in Australia 


ALDI submits it experienced 2 barriers when opening stores in Australia — building a 
supplier network and finding suitable sites to establish stores. ALDI overcame these 2 
major barriers by ‘focusing on developing mutually beneficial relationships’ with supply 
partners, as well as government involvement in 2009 and 2010 to ‘stop anticompetitive 
behaviour’. °°? 


Government involvement included the ACCC accepting court-enforceable undertakings 
from Coles, Woolworths and other supermarket retailers following the 2008 Grocery 
Inquiry to remove restrictive provisions that may prevent shopping centres from leasing 
space to competing supermarkets.°”° This allowed ALDI to open stores in the same 
shopping centre as its competitors. From 2010 to 2013, ALDI opened more than 

110 stores nationally.°”! 


Coles estimates ALDI has rolled out stores in Australia at a much faster rate than in other 
recent international rollouts—averaging around 30 new stores per year between 2012 
to 2021.672 


Other reasons why ALDI has been able to overcome barriers to entry and expansion 
ALDI submits: 


= jt offers high quality groceries at the lowest possible prices, maintaining a price gap of 
15 to 20% compared to its competitors.°”* 


= its business model is unique and relies on measures such as having a limited range of 
products, an efficient supply chain and a smaller store footprint to keep operations 
efficient and costs low.°”4 


Our preliminary view is Costco’s entry and ALDI’s successful expansion demonstrate the 
significant investment, time and differentiated offering required to expand in the Australian 
supermarket landscape. 


We are also considering Kaufland’s decision to exit the Australian market shortly prior to 
opening its first store. This represents a significant missed opportunity for another large- 
scale supermarket retailer to operate in Australia. Box 7.2 discusses Kaufland’s entry and 
subsequent decision to exit Australia. 


668 ALDI, Submission to the Inquiry, published May 2024, p 2. 

669 ALDI, Submission to the Inquiry, published May 2024, p 2. 

670 ACCC, Supermarket agreement opens way for more competition, Media release, 18 September 2009. 
671 ALDI, Submission to the Inquiry, published May 2024, p 2. 

672 Coles, Submission to the Inquiry, published May 2024, p 21. 
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Box 7.2: Kaufland — a missed opportunity 


Kaufland is a ‘hypermarket’ store operating in Germany, Poland, Czech Republic, Bulgaria, 
Romania, Slovakia, Croatia and the Republic of Moldova.°’° Kaufland is owned by the 
Schwarz Group, a German multinational retailer that also operates stores under the Lidl 
brand, an international discount retail chain.°”° 


In November 2016, media sources reported Schwarz Group began an application for 
Kaufland trademarks in Australia.°”” 


In 2017, Kaufland launched a website in Australia and purchased its first location in South 
Australia. Kaufland’s website at the time noted ‘Kaufland has an ambitious Australian 
investment and development programme’ and it was looking to purchase ‘suitable’ and 
‘appropriate’ sites with the following specifications: 


= Plot requirements — 15,000m? — 20,000m? (minimum size 10,000m7) 
= Car parks — approximately 200 - 300 car parks.°”® 


In 2019, Kaufland commenced construction of a 100,000m? distribution centre in 
Melbourne.®7? 


On 22 January 2020, Kaufland announced its decision to undertake an orderly withdrawal 
from the Australian market, noting the company will be concentrating its business on its 
European core markets in the foreseeable future. Kaufland’s media release noted it saw a 
‘great deal of growth potential’ in Europe.°°° 


At the time of its announcement, Kaufland had 200 Australian employees, as well as 
properties purchased for retail outlets and distribution infrastructure. 


Submissions from interested parties, media reports and information provided to the ACCC 
suggest Kaufland’s decision to exit Australia came as a complete surprise to Kaufland 
employees and stakeholders in the supermarkets sector. 


Media sources suggested Kaufland’s decision to exit was in part due to suppliers being 
discouraged from supporting Kaufland on their attempted entry to Australia, as well as 
issues obtaining suitable retail sites.°°" 


However, Kaufland submits a significant contributor to Schwarz Group’s decision to 
withdraw Kaufland from the Australian market was a concurrent announcement by a 
competitor in Germany to divest a substantial number of hypermarket stores trading under 
the ‘Real’ brand.°°? 


Kaufland submits this opportunity was economically attractive and a ‘once in a lifetime 
opportunity’. It would not have been possible to concentrate on the ‘Real’ acquisition while 
simultaneously entering the Australian market. Therefore, Kaufland chose to focus on 


675 Kaufland, Home Page, accessed 22 August 2024. 

676 Schwarz, Home Page, accessed 22 August 2024. 
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significantly expanding its market position in Germany and decided to withdraw from 
Australia.°°? 


Our preliminary view is Kaufland’s exit before opening its first store in Australia is likely a 
significant missed opportunity for supermarket competition in Australia. Kaufland’s entry 
would have introduced a new large-scale, vertically integrated rival with plans for 
expansion and the capacity to do so. 


7.8.2. Other examples of entry or expansion since the 2008 
Grocery Inquiry 


Coles and Woolworths submit Amazon, Metcash/IGA and other independents supermarkets 
(such as Harris Farm and Drakes) have significantly expanded in recent years and continue 
to grow their respective networks.°*4 However, it is unclear at this stage whether any 
expansion by these entities has significant implications for competition at the retail level. 


Coles submits ‘[w]hile Metcash store numbers initially declined in the years following the 
2008 Grocery Inquiry, renewal and investment in the Metcash business from around 2015 
has seen a reinvigorated IGA store network, with the business posting record annual sales 
and earnings in the most recent financial year and projecting strong continued growth’.®° 
Similarly, Woolworths submits Metcash has ambitious expansion plans.686 


Woolworths submits Amazon's growth trajectory, scope expansion and penetration in other 
countries such as the US and UK (and across Europe and Asia), point to the continued and 
enhanced presence of Amazon in the near to medium term in Australia.°®” However, media 
commentary suggests Amazon is closing physical Amazon Fresh stores overseas and 
winding down its checkout-free technology in the US,°* possibly indicating a slow-down in 
aspects of Amazon's attempts at expansion into grocery retailing. Further, as discussed in 
section 7.2.6, the ACCC consumer survey results suggest most Australian consumers 
currently prefer to do most of their grocery shopping in-store. 


7.8.3. Building a supplier network 


As noted above, one of the barriers ALDI faced when opening in Australia was building a 
supplier network. ALDI submits it overcame this issue by ‘focusing on mutually beneficial 
relationships’.°°° 


We consider that each of ALDI, Coles, Metcash and Woolworths’ success has been partly 
due to their ability to build a substantial supplier network: 


= Coles engaged with more than 8,000 suppliers of goods and services in 2023.6% 
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= Woolworths works with thousands of suppliers." 
= Metcash has supply arrangements with approximately 2,700 suppliers.°% 


= ALDI works with over 1,000 Australian supply partners.°? 


We received information and reviewed media reports raising concerns that a contributing 
factor to Kaufland’s exit before opening its first store in Australia was that suppliers were 
encouraged to withhold supply from Kaufland.°”* As discussed at box 7.2 , Kaufland did not 
identify this issue as a contributing factor to its decision to withdraw from the Australian 
market. 


7.8.4. Scale efficiencies at the wholesale level may limit entry or 
expansion at scale 


ALDI, Coles, Metcash and Woolworths have significant scale at the wholesale level of the 
supply chain. Each owns or leases significant warehousing, distribution floor space, 
technology and inventory in most states or territories. 


We are considering whether there is a particularly large minimum competitive scale 
competitors must achieve to compete effectively, and whether this is presenting significant 
barriers to entry or expansion at the wholesale level. 


In the 2008 Grocery Inquiry, the ACCC concluded there were substantial barriers to entry in 
setting up a new wholesale operation on either a national or state-wide basis. For a new 
wholesaler to be profitable it would need to attract a significant number of retailers to 
ensure significant volumes are passing through the wholesaling operation.®°?° 


Coles submits economies of scale are essential in what is one of the largest countries 
globally but one with a relatively small population of customers.®° Coles further submits the 
scale of its operations, and ability to fractionalise costs over a large store and distribution 
network, enables Coles to provide high quality grocery products on a timely and cost- 
effective basis. Coles submits its statewide uniform pricing (introduced in 2010) is only 
possible by virtue of its national scale.°?” 


Metcash submits the entrenched dominant position of Coles and Woolworths is facilitated 
by scale and scope advantages in grocery markets. Similarly, the Australian Workers’ 
Union and Retail Supply Chain Alliance submit it is very difficult for potential competitors to 
achieve the scale required to meaningfully compete with Coles and Woolworths.°” 


Metcash acknowledges in its submission that it also has scale and can obtain efficiencies in 
its operations by servicing a relatively large network of retailers, and to that extent, is an 
attractive prospect for suppliers.”°° We consider Metcash’s scale may also have pro- 
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competitive effects at the retail level, in that Metcash offers access to wholesale scale to 
independent supermarkets which do not otherwise have cost-effective alternative supply 
options for the bulk of their packaged groceries. 


Drakes recently vertically integrated into procuring its own supplies by building its own 
distribution centre to supply its retail network in South Australia. We describe its expansion 
in box 7.3. 


Box 7.3: Drakes - vertical integration into procuring its own 
supplies 


Drakes has been trading since 1974 and operates 66 independent supermarkets across 
South Australia and Queensland.” Drakes was previously a wholesale customer of 
Metcash in South Australia (trading under the ‘Foodland’ brand). 


On 28 May 2018, Drakes announced it was building its own distribution centre in South 
Australia.’°? 


On this same day, Metcash announced plans to build a distribution centre in South 
Australia, advising Drakes has not committed to having its supermarkets in South 
Australia supplied by Metcash’s proposed distribution centre.’°° 


Metcash indicated its total sales to Drakes Supermarkets in South Australia were 
~§270 million in FY18.7% 


On 26 September 2019, Drakes opened a distribution centre in Adelaide, ‘signifying the 
official beginning of the South Australian family business’ independence from the 
Metcash/Foodland Group’.”°° 


We understand Drakes does not provide wholesale and distribution services to other 
independent supermarkets. 


Drakes is still supplied by Metcash in Queensland. In 2019, it signed a 5-year supply deal 
with Metcash which was described as ‘removing a major threat to its revenue by closing 
off Drakes moving to self-supply in that state’.’°° On 18 May 2022, Metcash announced its 
agreement with Drakes had been extended to 3 June 2029.7% 


There are likely few independent supermarket groups which could replicate this example 
of vertically integrating into procuring its own supplies. Drakes is one of the largest and 
therefore had sufficient scale to justify the capital investment in a distribution centre. 


7.8.5. Accessing suitable retail sites 


This section explores potential barriers to accessing suitable retail sites for supermarkets 
seeking entry or expansion. 
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Interested parties have raised concerns publicly and to the Supermarkets Inquiry that Coles 
and Woolworths engage in conduct that may have the effect of raising barriers to entry or 
expansion for independent supermarkets.’°8 This includes concerns about land banking, 
acquisitions of sites where competitors operate and suggestions Coles and Woolworths 
may oversupply local areas to the detriment of competition in the long term. 


While we canvass these submissions in this Interim Report, we have not formed any 
conclusions on the merit or consequence of them. For the purposes of the Final Report, we 
will examine in detail whether any of the submitted conduct is occurring, or if Coles and 
Woolworths are otherwise engaging in practices that may hinder competition. 


As noted above in section 7.3.4 under ‘Possible reforms to the merger regime’, we are also 
considering whether the Australian Government's proposed reforms to merger laws 
sufficiently capture acquisitions (including acquisitions of retail sites) by supermarket 
businesses. 


Access to suitable retail sites is a key issue we are considering in this Inquiry. In the next 
phase of this Inquiry we will examine access to retail sites in detail, which will include 
examining the nature, value and extent of acquisitions (including the acquisition of leases 
for retail sites and shopping centres which contain supermarkets) by Coles and Woolworths 
over time. 


We will provide our views on this in the Final Report. 


Competition for new sites 


Our preliminary view is Coles and Woolworths have competitive advantages in acquiring new 
sites as they may be the most attractive tenants for suitable sites and have financial 
capacity to outbid other prospective tenants. We are considering whether this may have 
implications for barriers to entry and expansion for competitors, including smaller, 
independent supermarkets. 


Coles and Woolworths are likely the most attractive supermarket tenants 


As the 2 major supermarket retailers in Australia, Coles and Woolworths are likely the most 
attractive supermarket tenants, particularly compared to small, independent supermarkets. 
This may increase the relative costs for an independent supermarket to enter and compete 
with Coles and Woolworths for desirable sites, reducing the likelihood of such entry. 


Both Coles and Woolworths have significant financial strength and strong reputations as 
good tenants. Fawkner Property, a landlord to 8 Coles, and 9 Woolworths stores submits 
Coles and Woolworths are the ‘model Australian tenant’, submitting ‘without fail, the 2 
tenants pay their rent on time and on budget’.””° 


Coles and Woolworths act as a major (or anchor) tenant in numerous shopping centres 
across Australia. Anchor tenants generate and maximise consumer traffic for smaller 
retailer tenants within a shopping centre. 71° While there may be more than one anchor 
tenant within a shopping centre, Fawkner Property submits shopping centre developments 


708 MGA Independent Businesses, Submission to Treasury Consultation paper on Merger Reform, published May 2024; 
Metcash, Submission to the Inquiry, published May 2024. 
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are ‘not feasible’ without Coles or Woolworths, ’"" and their presence within a shopping 
centre attracts customers and other retailers, which ‘cannot be underscored’. 71? 


Metcash submits Coles and Woolworths will often outbid (sometimes materially) an 
independent retailer for a relevant site.”"° 


We are considering the extent to which the opening of smaller stores by Coles, Woolworths 
(and ALDI to a lesser extent) in sites suitable for smaller, independent supermarkets is 
affecting barriers to entry and expansion. 


As discussed in section 7.1.2, independent supermarket stores tend to be smaller on 
average than Coles and Woolworths stores. Coles Local and Woolworths Metro branded 
offerings are more likely to compete with independent supermarkets for suitable sites. This 
may make it more difficult or expensive for operators of smaller supermarkets to access 
suitable sites. 


Planning and zoning laws may restrict supply 


Our preliminary view, consistent with its findings in the 2008 Grocery Inquiry, is that planning 
and zoning laws may slow a supermarket retailer's ability to develop new stores by creating 
additional costs or adding significant delays. 


Since the 2008 Grocery Inquiry, several papers have reviewed and suggested reforms to 
planning and zoning laws in Australia.’ 


In March 2021, the Productivity Commission released an Information Paper titled ‘Plan to 
identify planning and zoning reforms’, highlighting key issues and possible directions for 
reform for planning and zoning systems in Australia following the COVID-19 pandemic.’'® 


The Productivity Commission observed that states and territories differ both in the structure 
of their planning systems and the economic forces shaping their cities. 716 It further 
concluded conflicts on development objectives between different levels of governments and 
overly prescriptive land use regulations can act as substantial barriers to economic 
activity.’"” 


As identified by the Productivity Commission, not only are there differences in planning and 
zoning laws across states and territories in Australia, but there are differences within each 
jurisdiction at a state or territory and local level of government, which the ACCC considers 
may create a level of complexity for new entrants and existing supermarkets. 


The Productivity Commission's findings align with submissions from interested parties that 
planning and zoning laws act as a barrier to entry and expansion in Australia by limiting 
access to appropriate retail sites. We understand that there may be particularly high barriers 
for independent supermarkets.’!® 
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Coles submits regulatory requirements such as re-zoning and development approvals can 
cause delays between purchasing land and beginning construction on a site.’'° 


Costco, in its 2023 Annual Report identified challenges which impact its ability to find 
suitable locations globally: 


= local land use and other regulations restricting the construction and operation of 
Costco’s warehouses and depots 


= local community actions opposed to the locations of its warehouses or depots at 
specific sites 


= the adoption of local laws restricting its operations and environmental regulations.’”° 


In addition to acting as a barrier to expansion for established supermarkets, land use 
restrictions, zoning laws and planning regulations may also pose challenges for aspiring 
supermarket operators establishing physical retail locations.” 


Kaufland appears to have faced some challenges with planning approvals. For example, 
Kaufland’s proposal to build a store in the Mornington, Victoria was rejected by the Victorian 
Government,’ following the Victoria Advisory Committee’s recommendation that planning 
approval should not be granted.’*° However, as discussed in box 7.2, Kaufland did not 
identify barriers to entry as contributing to its decision to exit. 


Some states have introduced reforms since the 2008 Grocery Inquiry. For example, in 2013 
the Victorian Government merged 5 previous business zones into 2 standard commercial 
zones. The Productivity Commission concluded these reforms increased the availability of 
suitable land and reduced set up costs for small-scale supermarkets and large format 
retailers.’4 


The Productivity Commission recommended improving planning and zoning systems in the 
following areas: 


e ensure local plans can deliver on state development objectives 
e move to fewer zones with broadly-stated allowable and as-of-right uses 
e standardise permissible land uses within zone types 


= create defined and efficient processes for rezoning applications.’?° 


The Australian Retailers Association submitted that by addressing regulatory burdens and 
streamlining approval processes, policymakers can create a more conducive environment 
for supermarket expansion.’*° 


We will consider this issue further to understand to what extent planning and zoning 
systems create barriers to entry for both established supermarkets and supermarkets 
planning to enter Australia. 


79 Coles, Submission to the Inquiry, published May 2024, p 22. 

720 Costco Wholesale, 2023 Annual Report, p 10. 

721 Australian Retailers Association, Submission to the Inquiry, published May 2024, p 11. 

722 § Taylor, ‘Kaufland megastore rejected’, The News: Mornington Peninsula, 2 September 2019, accessed 22 August 2024. 


723 Kaufland Stores in Victoria Advisory Committee, Advisory Committee Report — Report No. 2, 3 May 2019, p 86. 
724 Productivity Commission, Plan to identify planning and zoning reforms, March 2021, p 13. 


725 Productivity Commission, Plan to identify planning and zoning reforms, March 2021, p 15. 
726 Australian Retailers Association, Submission to the Inquiry, published May 2024, p 11. 
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Land banking 


Two interested parties made submissions regarding alleged land banking practices.’”” We 
understand these references to ‘land banking’ to mean a supermarket is purchasing land 
without an intention to develop that land (or earlier than needed to develop that land), to 
block competitors from developing land in these locations. We have not yet formed 
conclusions on whether ‘land banking’ is occurring. 


Metcash submits Coles and Woolworths can afford a longer time horizon to development 
than an independent supermarket, with the result that they can engage in land banking with 
the view to future development.’2® NSW Farmers submits that large supermarket chains in 
Australia have used tactics to entrench their market power including land banking, 77? though 
it does not name any chains in particular. 


Information provided by Coles and Woolworths suggests land may be held for lengthy 
periods of time for various reasons, including: 


= the site is complicated to develop — for example where rezoning is required, 
development or planning approvals are complicated or there are access or easement 
issues that require resolution 73° 


= the site is in undeveloped urban regions or growth corridors where development is not 
required until population growth is at a level to sustain a supermarket. ’?! Sometimes 
projects are delayed due to population growth being slower than anticipated’°? 


= parcels of land are too small to develop and require acquisition of contiguous sites and 
eventual amalgamation of 2 or more lots’*? 


= protracted liquor licensing approval processes or contamination clean up of the land’*4 
= competing capital priorities or revisions to business plans and sales projection’°° 


= a smaller format store is more appropriate because a full-line supermarket was not 
approved by Council or there have been changes to the competitive landscape in the 
area’%6 


= construction delays due to escalating costs.’°” 


Information provided to us suggests Coles and Woolworths have interests in a significant 
number of sites intended for future supermarket use: 


= Woolworths has interests in 110 sites.728 


= Coles has interests in 42 sites.’°9 


727 NSW Farmers, Submission to the Inquiry, published June 2024, p 7; Metcash, Submission to the Inquiry, published 
May 2024, p 11. 


728 Metcash, Submission to the Inquiry, published May 2024, p 11. 
729 NSW Farmers, Submission to the Inquiry, published June 2024, p 7. 


730 Coles, Submission to the Inquiry, published May 2024, p 22. 
731 Coles, Submission to the Inquiry, published May 2024, p 22. 
732 Information provided to the ACCC. 
733 Coles, Submission to the Inquiry, published May 2024, p 22. 
734 Information provided to the ACCC. 
735 Information provided to the ACCC. 
736 Information provided to the ACCC. 
737 Information provided to the ACCC. 
738 Information provided to the ACCC. 
739 Information provided to the ACCC. 
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By way of comparison, information provided by ALDI suggests it holds 13 undeveloped 
sites.’4° We are considering this issue further for the purposes of our Final Report. 


Coles and Woolworths have acquired shopping centres, including where 
competitors operate 


Publicly available information suggests Coles and Woolworths have acquired sites via the 
acquisition of whole shopping centres. 


The ACCC is considering the implications of this type of acquisition for competition. 
Acquiring the shopping centre likely removes any possible negotiated renewal by the 
incumbent supermarket or competition for the site at the end of the tenant's lease. 


Some examples of Coles and Woolworths acquiring shopping centres where competitors 
operate are as follows: 


= Milton Village - In 2021, Coles acquired the Milton Village Shopping Centre. Following its 
acquisition, Coles sought approval to upgrade the centre to establish a Coles Local and 
replace some existing tenancies, including an IGA supermarket. According to media 
coverage, an “overwhelming majority of submissions reflect the locals’ opposition to the 
proposal” and “many of the submissions say the other nearby Coles supermarkets 
already exist, hence, a Milton location is not needed”.’*" 


= Miranda Mall - In 2022, Woolworths purchased Miranda Mall in Sydney's south for $68 
million. Coles was the main tenant at the mall, taking up 3,300sqm of the 4,600sqm mall. 
Coles’ lease is due to expire in 2029. Media coverage at the time reported Miranda Mall 
is “believed to have been attributed a value in the low $30 million range, with its price 
sticker roughly doubling through the sale to Woolworths”. 42 


=" Balaclava — In 2023, Coles purchased a 6,417sqm site in Balaclava, Melbourne.’*? It was 
reported this deal ensures Coles retains control of a site it has traded from for decades 
and prevents Woolworths (which operates a supermarket directly opposite the road) 
from becoming the dominant player.’“* The media source reported that the willingness of 
Coles and Woolworths to pay over the odds for sites has made it difficult for private 
developers and landlords to say no when either of them comes knocking. 74° 


= Niddrie Central — in 2024, Coles and Woolworths went “head-to-head” for a small 
suburban mall in Melbourne’s northern suburbs. After Niddrie was identified as one of 
the 10 activity centres in Melbourne that will support an additional 60,000 homes as part 
of the Victorian Government's aim to deliver 800,000 homes, Woolworths purchased the 
site. According to one media article, this transaction prevents Coles ‘or another rival 
supermarket chain from swooping [in] and becoming Woolworths’ landlord’.’4° 


740 Information provided to the ACCC. 

741 Milton Today, ‘Coles Local Milton Village: Why some locals are not excited about it’, accessed 22 August 2024. 

742 N Lenaghan, ‘Woolies goes shopping for Coles supermarket’, Financial Review, 12 October 2022, accessed 22 August 
2024. 

743 L Schlesinger, ‘Woolworths pays $51m for suburban mall in supermarket turf war’, Financial Review, 21 March 2024, 
accessed 22 August 2024. 

744 L Schlesinger, ‘Woolworths pays $51m for suburban mall in supermarket turf war’, Financial Review, 21 March 2024, 
accessed 22 August 2024. 

745 L Schlesinger, ‘Coles pays $100m for Melbourne site in turf war with Woolworths’, Financial Review, 7 March 2023, 
accessed 22 August 2024. 

746 L Schlesinger, ‘Woolworths pays $51m for suburban mall in supermarket turf war’, Financial Review, 21 March 2024, 
accessed 22 August 2024. 


185 


Coles submits it leases 99% of its sites. When it is unable to secure locations from third 
party landlords, it looks to secure freehold land for its stores. It has a property development 
arm that buys land, constructs shopping centres or standalone supermarkets and then sells 
these completed sites.’4” 


Concerns about oversupply in local areas 


Two submissions raise concerns that Coles and Woolworths will oversupply supermarket 
capacity in a local area.’** We are still considering these submissions and the implications 
for competition. In general, having more options and competition in a local area is beneficial 
for consumers. Concerns may nonetheless arise if such conduct were to lessen competition 
in the longer run. 


MGA Independent Businesses Australia submits Coles acquired land less than 1km away 
from a FoodWorks in Estella, which may have had the purpose or effect of causing 
FoodWorks to exit the local market, or discouraging independent supermarkets from 
establishing in other locations due to the potential threat of being driven out by the entry of a 
large supermarket. 74° 


An independent supermarket operator submitted proposed developments by the major 
supermarkets lead to independent retailers’ operations becoming unsustainable. It 
submitted the major supermarkets can run a store at a loss for a number of years until it 
drives the independent supermarket into unsustainable trading levels (due to the over-supply 
of retail floor space).’°° 


A 2017 study titled ‘Regulating Supermarkets: The Competition for Space’ found ‘there are 
times when the development might be seen as over-building to pre-empt the entry of the 
competition, or squeeze it out, possibly even to the extent of cannibalising their own stores 
in the catchment’. The study suggested this strategy has been seen in existing suburbs that 
(at the time) were gaining population in Melbourne, such as Coburg, or greenfield suburbs 
extending out along the growth corridors, such as Frankston and Dandenong.’*" 


Restrictive provisions in leases 


The ACCC's 2008 Grocery Inquiry found leasing arrangements between shopping centre 
owners and supermarket operators contained restrictive provisions. However, our current 
inquiry has not heard significant concerns about restrictive provisions. This may be partly 
due to the existing undertakings, which remain in place and have no end date. 


In 2008, we identified a practice whereby supermarket operators would include tenancy 
terms that may prevent shopping centre managers leasing space to any competing 
supermarkets.” We expressed concern that by including restrictive provisions in lease 
agreements, supermarket operators may have prevented or hindered other supermarket 
operators from entering and competing in markets for the acquisition of supermarket space 
or in retail grocery markets. 


747 Coles, Submission to the Inquiry, published May 2024, p 22. 


748 MGA Independent Businesses, Submission to Treasury Consultation paper on Merger Reform, published May 2024; 
Confidential submission provided to the ACCC. 


749 MGA Independent Businesses, Submission to Treasury Consultation paper on Merger Reform, published May 2024, p 8. 
750 Confidential submission provided to the ACCC. 

751 C Arup et al., Regulating Supermarkets: The Competition for Space, UNSW Law Journal, Volume 40(3) (2017), p 1,049. 
752 ACCC, Grocery Inquiry Final Report, 5 August 2008, p 189. 
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To address our concerns, ALDI,” Coles,’** FoodWorks,’°> Metcash,’°* SPAR’*” and 
Woolworths’**gave court enforceable undertakings under section 87B of the Trade Practices 
Act, which would phase out all restrictive provisions in supermarket leases. 


ALDI submits this government intervention overcame a key barrier to its expansion, and it 
subsequently opened more than 110 stores nationally from 2010 to 2013.75 


In our current inquiry, one submission raised restrictive provisions in leasing arrangements 
as an issue. NSW Farmers submits Woolworths prevented Harris Farm from opening a store 
in Double Bay by blocking organic grocer ‘About Life’ from transferring the site lease to 
Harris Farm, claiming ‘right of first refusal’. 76 It submits Woolworths has since opened a 
‘Woolworths Metro’ in this space, despite already operating a large-scale store in the same 
shopping centre.’°' This case was ultimately subject to court proceedings, described in more 
detail in box 7.4. 


Box 7.4: Woolworths Limited v About Life 


In December 2011, Woolworths and Woollahra Council entered into an agreement to 
develop a new shopping centre in Double Bay, Sydney. Woolworths planned to operate a 
supermarket (under ‘Thomas Dux’ branding) and took out separate leases from Woollahra 
Council.”° 


In 2013, Woolworths decided not to establish a Thomas Dux store and assigned its 
interest under the lease to About Life.’ As part of this transaction, Woolworths and 
About Life entered into a deed whereby About Life granted Woolworths a first right of 
refusal to lease the premises.’ 


In 2017, About Life entered into a contract to sell its business to Harris Farm. As part of 
the sale, About Life assigned its lease to the premises to Harris Farm.’°° 


Woolworths sought an order restraining the assignment of the lease on the basis About 
Life breached the first right of refusal contained in the deed. Harris Farm contended 
Woolworths’ first right of refusal breached its undertaking to the ACCC.’® 


The court found that the ‘first right of refusal’ did not breach the undertaking given the 
deed was independent of the lease agreement over the premises. The court found 
because the lease was between 2 tenants, it was not contemplated by the undertaking and 
was not a ‘restrictive provision’ as defined in the undertaking. ’° 


753 ACCC, ALDI Foods Pty Ltd - s.87B undertaking, 23 December 2009. 

754 ACCC, Coles Group Limited - s.87B undertaking, 17 September 2009. 

755 ACCC, Australian United Retailers Limited - s.87B undertaking, 23 December 2009. 
756 ACCC, Metcash limited - s.87B undertaking, 23 December 2009. 

757 ACCC, SPAR Australia Limited - s.87B undertaking to the ACCC, 23 December 2009. 
758 ACCC, Woolworths Limited - s.87B undertaking, 17 September 2009. 

759 ALDI, Submission to the Inquiry, published May 2024, p 2. 

760 NSW Farmers, Submission to the Inquiry, published June 2024, pp 7-8. 

761 NSW Farmers, Submission to the Inquiry, published June 2024, pp 7-8. 

762 Woolworths Ltd v About Life Pty Ltd [2017] NSWSC 1117; [29]-[31]. 

763 Woolworths Ltd v About Life Pty Ltd [2017] NSWSC 1117; [37]. 

764 Woolworths Ltd v About Life Pty Ltd [2017] NSWSC 1117; [44]-[45]. 

765 Woolworths Ltd v About Life Pty Ltd [2017] NSWSC 1117; [2]. 

766 Woolworths Ltd v About Life Pty Ltd [2017] NSWSC 1117; [74]. 

767 Woolworths Ltd v About Life Pty Ltd [2017] NSWSC 1117; [118]. 
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This case tested the scope and utility of Woolworths undertakings to the ACCC. As noted 
above, the undertakings were only found to apply to a landlord and tenant relationship (and 
not between 2 tenants). 


We are considering whether the current undertakings remain fit for purpose, particularly in 
an environment where: 


= these undertakings have no end date and in the ACCC's experience long term or 
perpetual undertakings tend to lose effectiveness overtime 


= there are no reporting commitments so the ACCC is reliant on complaints from third 
parties before being aware of any potential breaches 


= as discussed above, Coles and Woolworths may be increasingly acquiring freehold sites 
for development, which may not be contemplated by the undertakings. 


7.9. Submissions on possible recommendations 
relevant to retail competition 


We have received submissions proposing recommendations to promote a competitive and 
transparent supermarket industry in Australia. While we canvass these recommendations 
from submissions below, the ACCC has not reached any conclusions and does not identify 
any possible recommendations on these issues in this Interim Report. Our Final Report will 
include the ACCC’s findings and recommendations relevant to retail competition. 


The Australian Retailers Association submits that regulatory oversight in this sector must be 
mindful of the complex market dynamics to foster a competitive and transparent, grocery 
sector landscape in Australia which is best able to serve the changing needs of Australian 
consumers.’ 


To reduce barriers to entry and expansion in Australia, we received the following 
recommendations: 


= small fresh, local food businesses should be incentivised to build sustainable business 
models enabling them to compete with giant supermarket chains. ’° 


= fast track the licensing of more supermarkets to compete in local and rural areas.’”° 
« address regulatory burdens and streamline approval processes for land space.” 


= provide affordable and accessible premises for rent or purchase to smaller and 
independent retailers, encouraging mixed-use planning, and limiting the ability of the 
2 major supermarkets to purchase and consolidate multiple smaller lots.’”2 


Some submissions identify possible recommendations regarding potential improvements 
relevant to retailers in remote or regional areas. For example: 


=" remote and rural store operators are paying a higher cost for the same items that large 
supermarkets buy. These retailers should be offered the same pricing accessible to 
supermarket chains.” 


768 Australian Retailers Association, Submission to the Inquiry, published May 2024, p 19. 
769 COTA Australia, Submission to the Inquiry, published May 2024, p 15. 
770 COTA Australia, Submission to the Inquiry, published May 2024, p 15. 
777 Australian Retailers Association, Submission to the Inquiry, published May 2024, p 11. 


772 Combined Pensioners and Superannuants Association of NSW, Submission to the Inquiry, published May 2024, p 8. 
7733 Community Enterprise Queensland, Submission to the Inquiry, published May 2024, p 13. 
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= the Australian Government should work with remote stores and major retailers to identify 
improvements to the logistics of food and grocery supply to remote communities.’ 


Several interested parties proposed reforms to Australia’s competition laws. For example, 
we heard there should be changes to merger laws to ensure there is no further consolidation 
in the supermarket industry.’”° MGA Independent Businesses submitted to Treasury's 
Consultation Paper on merger reform: 


= the mergers test should be amended to prohibit ‘serial’ acquisitions that substantially 
lessen competition.’’° 


= clarify a substantial lessening of competition extends to acquisitions that entrench 
concentrated market structures.” 


As noted in section 7.3.4, the Australian Government is undertaking a Competition Review, 
including proposed reforms to merger laws to ensure they remain fit for purpose, including 
the issue of serial acquisitions.” We support stronger merger laws in Australia.’”° 


Several interested parties submit they support the introduction of divestiture powers. ’®° 
While AUSVEG was supportive of divestiture powers, it submitted it would not support any 
legislative intervention to manage market share in the current retail landscape, as 
overzealous or overly prescriptive market interventions could have unintended 
consequences to both suppliers and consumers.”*' In our view the issues involved in 
whether and how to implement a divestiture power are complex. 


At this stage of the Supermarkets Inquiry, we have not formed any views about any of the 
recommendations proposed in submissions to this Inquiry. 


774 NT Health, Submission to the Inquiry, published May 2024, p 3. 
775 CHOICE, Submission to the Inquiry, published May 2024, p 46. 
776 MGA Independent Businesses, Submission to Treasury Consultation paper on Merger Reform, published May 2024, p 6. 
777 MGA Independent Businesses, Submission to Treasury Consultation paper on Merger Reform, published May 2024, p 6. 


778 The Treasury, Competition Review, accessed 22 August 2024. 
779 ACCC, ACCC welcomes proposal for stronger merger laws, Media release, 10 April 2024. 


780 AUSVEG, Submission to the Inquiry, published May 2024, pp 7-8; NFF Horticulture Council, Submission to the Inquiry, 
published May 2024, p 3; NSW Farmers, Submission to the Inquiry, published June 2024, p 2; Hon. Anthony Fels, 
Submission to the Inquiry (Guided), published May 2024, p 3. 


781 AUSVEG, Submission to the Inquiry, published May 2024, pp 7-8. 
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8. Supermarket profitability 


and margins 


Key points 


We are gathering a range of information and documents to analyse the margins earned 
by supermarkets and intend to report on our findings in the Final Report. 


Coles and Woolworths have both increased their EBIT margins over the past 5 years. 


Our preliminary analysis suggests Coles and Woolworths may appear more profitable 
than some of their international peers, using some profitability metrics. However, this 
is significantly influenced by the profitability metric adopted and the business level 
considered (for example, supermarket business or group level). We are still 
considering what conclusions we may draw from international profitability 
comparisons. 


A range of stakeholder submissions responding to the Issues Paper raised concerns 
with supermarkets’ practices in relation to: 


— margin accretion, where retailers increase their margins on products beyond the 
underlying increases in costs, and 


— transferring risks and costs to suppliers using the supermarkets’ buyer power. 
Stakeholders submitted this can be done by fully or partially rejecting supplier cost 
increase requests, utilising supplier-funded discounting or promotional campaigns, 
and increasing trade spends and rebates. 


Drawing on a series of case studies for a range of product categories, we will consider 
these issues and, to the extent possible, whether prices and margins have increased 
beyond underlying cost increases. 


Preliminary analysis of 4 retailers’ top 2000 Stock Keeping Units (SKUs) by revenue for 
the 2022-23 financial year shows that there is a large range of product margins 
across, and within, supermarkets. 


We have not reached any concluded views. We welcome submissions on profitability 
and margins which are key issues for the next phase of this Inquiry. The key issues we 
will consider further are summarised in box 1.1. 


This chapter outlines our preliminary observations and the primary issues identified in 
submissions about the profitability of supermarkets in Australia. 


The chapter is structured as follows: 


Section 8.1 discusses the profitability of the Coles and Woolworths supermarkets 
businesses. 


Section 8.2 outlines key issues identified by stakeholders with respect to supermarket 
margins at a product or category level. 
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8.1. Profitability of Coles and Woolworths 


This section discusses the profitability of Coles and Woolworths, including with reference to 
how their profitability compares with overseas supermarkets. 


8.1.1. Why the ACCC is considering supermarket profitability 


This topic has received attention in public discussion, with some regarding it as evidence of 
a lack of competition at the retail level of Australia’s supermarket industry.’®* Elevated 
margins and profitability can potentially indicate the exercise of market power (but not 
necessarily a contravention of section 46 of the Competition and Consumer Act 2010 (Cth)). 


Some interested parties provided submissions in response to the Issues Paper regarding the 
profit levels of Coles and Woolworths. 


The Australian Workers Union (AWU) and Retail Supply Chain Alliance (RSCA) submit Coles 
and Woolworths have each increased their profits relative to their revenue in recent years, 
despite rising input costs.’°? According to AWU and RSCA: 


This suggests they have capitalised on expectations of high prices arising from 
inflation, rather than bearing the burden of increased input costs via reduced profits, 
as competitive market conditions would suggest.’* 


The Australian Retailers Association provides a different perspective, submitting: 


Profit margins for Australian supermarkets are comparable with leading grocery 
retailers in Canada, United States and United Kingdom ... Over the past 5 years, our 
members [including Coles and Woolworths] have maintained a stable Net Profit After 
Tax (NPAT), demonstrating resilience amidst fluctuations in costs and prices and 
pointing firmly away from allegations of excessive or unreasonable profits. ’°° 


Similarly, analysis conducted by Professor Matthew Pinnuck of the University of Melbourne 
finds that Australian supermarkets are not making excessive profits when compared to 
OECD supermarkets.’®° According to Professor Pinnuck: 


The evidence is consistent with Australian supermarkets being highly competitive... 
and that shareholders are only making normal profits. 7°” 


An analysis of profitability may provide some insight into the level of competition within a 
market. We will consider supermarket profitability further in the remainder of this Inquiry. 


8.1.2. Risk and return 


As a general proposition, we expect investors require a return on investment commensurate 
with the risk for that investment. Lower risk requires lower returns, and vice versa. By way of 
example, in general we expect an infrastructure business will have lower risk and lower 
returns than a fast-moving consumer goods manufacturer. 


782 See, for example, J Barret, Coles and Woolworths to face Senate scrutiny amid claims of profiteering, 3 December 2023. 
783 The Australian Workers Union and Retail Supply Chain Alliance, Submission to the Inquiry, published May 2024, p 2. 


784 The Australian Workers Union and Retail Supply Chain Alliance, Submission to the Inquiry, published May 2024, p 2. 


785 Australian Retailers Association, Submission to the Inquiry, published May 2024, p 7. 


786 Professor Matthew Pinnuck, Submission to the Inquiry, published May 2024, pp 2-3. 
787 Professor Matthew Pinnuck, Submission to the Inquiry, published May 2024, p 2. 
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We are considering whether supermarket businesses, and specifically Coles and 
Woolworths, are relatively low risk businesses. If so, we expect they will generate relatively 
lower returns compared with other more risky industries. Profitability comparisons between 
industries may, therefore, be unreliable unless adjusted for relative risk levels. In our view, 
comparisons between supermarkets with similar characteristics are more reliable, as we 
expect relatively similar risk levels. 


Which party carries risk in grocery supply chains will also be relevant to our more granular 
consideration of margins, discussed in section 8.2 below. 


8.1.3. Measures of profitability 


There are various profitability metrics and there is no “one size fits all” metric that will be 
best for all entities, circumstances and purposes. Different metrics provide different 
information. 


Submissions to the Issues Paper, and public discussion, typically refer to a range of metrics 
when measuring profitability. For example, Professor Pinnuck submits margins alone are not 
sufficient in measuring profitability: 


Given that supermarkets have large fixed and sunk costs, margins alone (the focus 
of much of the commentary) are insufficient to determine if profitability is excessive. 
Rather an assessment is required of the (i) return on capital (ROC), (ii) the magnitude 
of fixed-cost investment, and (iii) the margins necessary to recover fixed costs. 7°? 


Analysis by industry analyst Ben Gilbert considers the profitability of Coles and Woolworths 
with respect to multiple metrics.” Mr Gilbert’s analysis suggests that while Coles and 
Woolworths are more profitable than many of their international peers when assessing 
earnings before interest tax (EBIT) margins, they generate a lower return on invested 
capital.”% 


In the discussion below, we identify some of these metrics and discuss possible inferences 
for further analysis. We will likely place relatively more weight on metrics Coles and 
Woolworths rely on in their investor reporting and performance measurement for executives. 


Common measures of a company’s profitability include: 


=" EBIT and EBIT margin - both Coles and Woolworths reference EBIT and EBIT margins in 
their investor reporting’°? 


= Return on Capital (ROC) — Coles references its ROC in investor presentations and 
performance benchmarks for senior executives’” 


= Return on Funds Employed (ROFE) - Woolworths submits return on capital measures, 
such as ROFE, are a key measure to assess its performance’™ 


788 Professor Matthew Pinnuck, Submission to the Inquiry, published May 2024, p 2. 


789 Professor Matthew Pinnuck, Submission to the Inquiry, published May 2024, p 2. 
79 Chanticleer, Big profit margins at Woolworths and Coles are only part of the story, 4 March 2024. 


79 Chanticleer, Big profit margins at Woolworths and Coles are only part of the story, 4 March 2024. 
792 See for example, Coles Group 2024 Half Year Results Presentation; Woolworths Group Half-Year Results Presentation. 


7937 Coles, 2023 Annual Report, p 67. 
794 Woolworths, Submission to the Inquiry, published May 2024, p 62. 
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= Net Profit After Tax (NPAT) - Coles and Woolworths each refer to NPAT in their 
submissions.’°° 


Coles’ and Woolworths’ executive remuneration is tied to some of the measures above.’*° 
Sales revenue, EBIT and Total Shareholder Return are executive performance incentives for 
both Coles and Woolworths.’”” Coles also uses its Group level ROC while Woolworths uses 
its Australian Food segment ROFE for relevant staff.’9° 


In their submissions to the Issues Paper, both Coles and Woolworths submit their profits are 
not unreasonably high and grocery retailing is a high turnover, low margin business. ’°? 


Woolworths submits low margins in the supermarket industry can be observed through 
comparisons to other Australian retail sectors.°°° Woolworths refers to NPAT as a useful 
comparator of profit margins and submits the NPAT margins generated by Coles and 
Woolworths are lower than many prominent Australian retailers.°“' 


Similarly, Coles refers to NPAT in its submission, noting NPAT is a more useful metric than 
EBIT with respect to cross jurisdictional profitability comparisons. Coles notes EBIT 
excludes key cost components (interest and taxes) which can vary significantly between 
jurisdictions.®°* Coles submits: 


While a comparison of EBIT as a measure of supermarket profitability across 
jurisdictions will tend to suggest that Australian retailers are more profitable than 
global peers, if NPAT is adopted, and all relevant costs are thereby included, 
operating margins are broadly consistent.°°? 


To contextualise its NPAT margin for FY23, Coles submits: 


For every $100 of operating revenue earned by Coles in FY23, it made NPAT of 
$2.57.80 


Woolworths similarly submits: 


..when costs are deducted, we make around 3.6c in net profit for every $1.00 of 
revenue that customers spend with our Australian Food Group business, before the 
allocation of group costs.®° 


795 Coles, Submission to the Inquiry, published May 2024, p 6; Woolworths, Submission to the Inquiry, published May 2024, 
p 102. 

796 Woolworths, 2023 Annual Report, p 81; Coles, 2023 Annual Report, p 67. 

797. Woolworths, 2023 Annual Report, p 81; Coles, 2023 Annual Report, p 67. 

798 Woolworths, 2023 Annual Report, p 81. 


79 Coles, Submission to the Inquiry, published May 2024, p 6; Woolworths, Submission to the Inquiry, published May 2024, 
p 58. 
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8.1.4. Preliminary ACCC analysis of Coles and Woolworths profit 
levels 


This section outlines preliminary ACCC analyses of profitability measures from Coles’ and 
Woolworths’ annual reports from 2018-19 to 2022-23. 


Coles’ and Woolworths’ EBIT 


As discussed above, both Coles and Woolworths routinely report EBIT and EBIT margins for 
their supermarkets businesses. These are displayed in figure 8.1. 


EBIT and EBIT margins for Coles and Woolworths have increased over the past 5 years, and 
particularly so for Woolworths between FY22 and FY23 (figure 8.1). 


EBIT provides an indication of a company’s profitability by measuring net income before tax 
and interest expenses are deducted. This means it reflects a company’s revenues minus its 
operating costs, which for a supermarket business we expect likely includes expenses such 
as costs of goods sold, stock losses, store operating costs, overheads and depreciation. 


As shown in figure 8.1, Woolworths has generally been more profitable than Coles. 
Woolworths has achieved a higher EBIT by dollars and as a percentage of revenue (EBIT 
margin) each year since FY18 compared to Coles. The EBIT margin disparity of Coles and 
Woolworths narrowed in FY20, before widening in FY23. 


While Woolworths’ EBIT margin has recently increased, we note it has been materially higher 
in the past. In FY14 and FY15, Woolworths reported EBIT margins of 6.98% and 7.33%, 
respectively.®°° 


Figure 8.1: Coles and Woolworths have each made higher EBIT and EBIT margins over time 
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Source: Woolworths and Coles annual reports, 2017-18 to 2022-23. 


806 See, for example, Woolworths, Annual Report 2016, p 17; Woolworths, Annual Report 2015, p 11. 
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Woolworths Australian Food ROFE suggests margin increase between 
2021-22 and 2022-23 


Broadly, ROFE provides an indication of a company’s efficiency, as it measures company 
profitability while factoring in the capital used to achieve its profits. 


Woolworths’ reported ROFE for its Australian Food segment has increased in recent years. 
As discussed above, ROFE is the key metric used by Woolworths to measure the return on its 
capital investments. 


Woolworths’ publicly reported ROFE over recent years is displayed in figure 8.2 which is 
calculated as its EBIT divided by its average funds employed.®°” Woolworths’ ROFE for its 
Australian Food segment was relatively stable from 2019-20 through to 2021-22. Since 
then, it has increased by more than 5%. The ACCC is considering what has driven this 
increase. 


While Coles reports ROC at the group level, it does not do so for its supermarkets 
business.®°° Therefore, this report does not comment on whether Coles achieved a similar 
margin increase between FY22 and FY23 for its supermarkets business. 


As discussed in section 8.2 below, the ACCC is considering product margins in detail in the 
Supermarkets Inquiry, including how they have changed in recent years. 


Figure 8.2: Woolworths return on capital increased materially in recent years 


Woolworths ‘Australian Food’ return on funds employed (ROFE) 
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Source: ACCC analysis of Woolworths’ annual reports and half-year results presentations, 2018-19 to 2022-23. 


8.1.5. International comparisons 


Our preliminary analysis in this section suggests that, on some metrics, Coles and 
Woolworths may appear more profitable than some of their international peers (discussed 
below). However, this is largely dependent on the profitability metric adopted and the 
business level considered (for example, supermarket business or group level). We are still 


807 Woolworths, Submission to the Inquiry, published May 2024, p 62. 
808 See, for example, Coles, 2023 Annual Report, p 72. 
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considering whether we can draw any conclusions from international profitability 
comparisons. 


International profitability comparisons are challenging for several reasons, including 
regulatory, social and demographic differences across jurisdictions. Jurisdictional 
differences may also result in differences in the risk and return profile of a supermarket 
business. As is noted in section 8.1.2, we expect investors require a return on investment 
commensurate with the risk for that investment. For example, if the risk profile of a 
supermarket business varies by jurisdiction, the ‘normal’ or commensurate rate of return 
may also vary. 


Another challenge is that international comparisons may also be performed at a broader 
retailing or group level. This may not reflect the profitability of the supermarkets part of the 
businesses, which is the focus of this Inquiry. 


In Woolworths’ case, for example, our view is that its group level profitability is likely to be 
lower than its supermarkets profitability due to lower returns from some of its other 
businesses, notably the Big W business.°°? 


International EBIT margin comparisons 


Public commentary suggests the supermarkets businesses of Coles and Woolworths 
generate margins that may be, on average, higher than a number of their international 
peers.®"° Figure 8.3 depicts the EBIT margin of Coles and Woolworths relative to a basket of 
international peers.2" 


By this measure, Woolworths, and to a lesser extent, Coles, appear profitable relative to this 
group of international peers. Some international peers are similarly profitable, while others 
are less profitable. 


As discussed in section 8.1.3, Coles qualifies this inference on the basis that EBIT excludes 
key cost components, which may vary across jurisdictions.®" 


809 See, for example, Woolworths, 2023 Annual Report, pp 40-41. 
810 Chanticleer, Big profit margins at Woolworths and Coles are only part of the story, 4 March 2024. 


811 The international peers in figure 8.3 have each been referenced as international peers in Woolworths’ Submission to the 
Inquiry, published May 2024, pp 60 and 63. 


812 Coles, Submission to the Inquiry, published May 2024, pp 7-8. 
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Figure 8.3: Coles and Woolworths have higher EBIT margins than some of their peers 
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Source: ACCC analysis of company annual reports.814 


International return on capital comparisons 


When profitability is considered with reference to a company’s return on capital, Coles and 
Woolworths do not appear significantly more profitable than international peers. 


Woolworths’ submission identified return on total capital for Woolworths Group, Coles 
Group, Metcash and a selection of global and Australian retailers, including international 
supermarket peers.81 From this analysis, Woolworths submits its ‘...return on total capital 
sits below a significant group of global peers and Australian retailers’.816 


Our preliminary view is that comparisons between industries is unlikely to be informative 
about whether Coles and Woolworths are more profitable than we might expect in 
competitive markets. Therefore, in figure 8.4 below, we replicate Woolworths analysis, but 


813 EBIT margin is also at times referred to as ‘operating margin’ (see, for example, What Is Operating Margin?, Investopedia, 
accessed 22 August 2024). For the purposes of figure 8.3, where an EBIT or operating margin is not published in annual 
reports, we have calculated margins by dividing a company’s reported EBIT, operating income, or operating profit, by its net 
sales. 


814 Where possible, we have obtained margins for a grocery retailing segment of each business. If segmented data is not 
available, we calculate margins at a broader retail level, which, for example, may also include pharmaceutical, general 
merchandise, and/or other sales. Coles, Metcash, and Woolworths report margins for their Australian Food and/or 
Supermarket segments. See, for example, Woolworths 2023 Annual Report, p 31, Coles 2023 Annual Report, p 30, and 
Metcash 2023 Annual Report, p 13. Walmart publishes operating margin for its U.S segment, which comprises U.S grocery, 
general merchandise and health. See, for example, Walmart, 2023 Annual Report, p 41. Albertsons publishes operating 
income for its consolidated operations, which comprises U.S grocery and pharmacy. See, for example, Albertsons, 2022 
Annual Report, p 42. Kroger publishes operating profit, which comprises U.S grocery and multi-department stores 
(inclusive of pharmacy). See, for example, Kroger, 2023 Annual Report, p 56. Loblaw publishes operating income for its 
Canadian retail segment, which comprises Food (grocery) and pharmacy. See, for example, Loblaw, 2023 Annual Report, p 
13. Carrefour publishes recurring operating income for its French operations, which comprises grocery retailing 
(hypermarkets, supermarkets and convenience stores). See, for example, Carrefour Group Financial Publications, 
Consolidated financial statements as of December 2023, p 29. Tesco publishes its adjusted operating margin, which 
relates to its retailing and associated activities in the United Kingdom and Ireland. See, for example, Tesco, 2023 Annual 
Report, p 133 and 208. Sainsbury's publishes its retail underlying operating margin which relates to its UK retailing 
operations (grocery and Argos). See, for example, Sainsbury's, 2023 Annual Report, p 40. Ahold Delhaize publishes its 
underlying operating margin, which relates to grocery and pharmacy in the U.S and Europe. See, for example, Ahold 
Delhaize, 2023 Annual Report, pp 64 and 181. 


815 Woolworths, Submission to the Inquiry, published May 2024, p 63. 
816 Woolworths, Submission to the Inquiry, published May 2024, p 63. 
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presenting only Coles, Woolworths, Metcash and the selection of international supermarket 
peers Woolworths included in its analysis. 


Figure 8.4: Return on total capital for Coles and Woolworths may not be unusually high 
relative to international peers 
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Source: ACCC analysis of Woolworths’ submission to the Issues Paper.817 


Note: We understand return on total capital has been calculated at company level. 


We are still considering return on capital analysis for Coles and Woolworths further. 
Submissions to the Issues Paper have focussed on Coles and Woolworths ‘group’ level 
returns. As the supermarkets businesses of Coles and Woolworths are the relevant 
operations for the purposes of the Supermarkets Inquiry, it may not be appropriate to focus 
on group level performance. 


The reported return on funds employed for Woolworths for FY23, at least, is significantly 
higher for its Australian Food business (29%) than its return on funds employed at the group 
level (14.9%).818 Woolworths submits there are group level assets and costs which are not 
accounted for in its Australian Food figures.®’° This may mean return on funds employed is 
overstated for the Australian Food business. 


8.2. Supermarket margins 


This section outlines the key issues stakeholders raised in response to our Issues Paper 
about supermarket margins at a product or category level. It also presents preliminary 
analysis of supermarket product margins in the 2022-23 financial year before setting out 
the matters we intend to further examine in the Final Report. 


We are examining how supermarkets measure their financial performance and profitability. 
In doing so, our preliminary analysis suggests supermarkets measure their margins at 
various levels, such as the product, category and whole of business level. For further 
information on how supermarkets may measure their margins at the product or category 


817 Woolworths, Submission to the Inquiry, published May 2024, p 63. 
818 See, for example, Woolworths, 2023 Annual Report, p 26 and p 32. 
819 Woolworths, Submission to the Inquiry, published May 2024, p 62. 
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level, see box 8.1 below. Profitability metrics measured at the whole of business level 
include EBIT, EBITDA and NPAT, and are further discussed in section 8.1. 


Box 8.1: Margin metrics at the product or category level 


We understand supermarkets measure their profitability at the product or category level with a 
number of margin metrics. These include product or category margin, a margin which includes 
payments received from suppliers, and gross margin. 

1. Product margin 

Product margin refers to the profit margin of a particular product. 


For the purposes of this Inquiry, we calculate profit margin by taking a product’s sales revenue and 
subtracting its cost of goods sold, expressed as a proportion of the product's sales revenue. 


The formula is as follows: 


Sale price - Cost of good sold ? 


100 
Sale price 


Product margin = 


Cost of goods sold includes costs directly related to the production or acquisition of that product, 
such as direct materials, direct labour, manufacturing overhead, freight and shipping costs. It does 
not include indirect costs or operating costs such as wages, rent, utilities, marketing, office 
supplies and legal costs, which are generally included in the whole of business profitability metrics 
discussed in section 8.1. 


In some instances, supermarkets may choose to further divide product margin into: 


e receiving margin, which measures the margin earned when the product is sold at its standard 
price 


e actual margin or realised margin, which takes into account not only the product's standard 
price, but also any discounted or promotional prices at which the supermarket sold the product. 


2. A margin including payments received from suppliers 


Some supermarkets receive payments from their suppliers (including in the form of credits and/or 
offsets). How a supermarket accounts for payments from suppliers may vary. For example, the 
payments may be treated as additional revenue, or as a negative cost. In the latter scenario, 
supermarkets likely treat this as a reduction to the value of their cost of goods sold. 


Regardless of the method used, the greater the payments received from a supplier, the greater the 
business’ overall margin. 


3. Gross margin 

The concept of gross margin (or ‘gross profit margin’) is similar to product margin, with the 
difference being that gross margin is calculated by aggregating the sales revenue and cost of 
goods sold for all products in a category or across the business (as discussed in section 8.1). By 
aggregating all product sales revenues and cost of goods sold, gross margin effectively represents 
the gross profit expressed as a percentage of total sales revenue for the relevant category or 
business. 


8.2.1. Supermarket margins during a period of high inflation 


A key concern raised by consumer survey respondents, which has also gained media 
attention, has been the allegation that supermarkets have made record profits and increased 


199 


their margins despite underlying increases in input and operating costs (discussed further in 
chapter 5).8 We describe this as ‘margin accretion’ and explore the concept in this section. 


As noted in section 5.1.2, the price a consumer pays for a product consists of a range of 
components, including the cost of making and distributing the product, the margin earnt by 
the supplier (as well as the intermediary where relevant), the operational costs associated 
with the supermarket making the product available to the consumer, and the margin earnt by 
the supermarket. 


Generally, we would expect that if a supermarket business is facing cost increases, this 
would result in: 


= the business finding ways to offset any cost increases that cannot be passed onto 
consumers, such as through negotiating lower cost of goods sold from its suppliers. 
(This is likely made possible if the supermarket has buyer-side market power, further 
discussed in section 8.2.2, and chapters 4 and 9). For any cost increases that cannot be 
offset, costs being partially or wholly absorbed by the business, thus resulting in lower 
profits (and therefore lower margins) or perhaps even losses for the business, and/or 


= the costs being wholly passed on to consumers in the form of higher prices. If this higher 
price was proportionate to the increase in costs, it would result in higher profits in dollar 
terms, but the business’ margins would remain stable. However, if the price increase to 
consumers was larger than the increase in costs, it would result in both an increase in 
profit in dollar terms, as well as an increase in margins. 


As noted in section 8.1.1, some stakeholders have expressed concerns that supermarkets 
have used the guise of inflation to increase prices by more than the increase in costs. 
Drawing on a series of case studies for a range of product categories, we are considering 
the prices paid to suppliers and the prices charged by retailers, and how value is captured 
along the supply chain (section 9.3.1). To the extent possible, we will consider whether 
prices and margins have increased beyond underlying cost increases. 


Margin accretion 


Margin accretion refers to the practice of retailers increasing their margins on products 
beyond the underlying cost increases. 


Underlying costs include cost of goods sold (COGS) (which are costs directly related to the 
production or acquisition of a product and include payments to suppliers) and operating 
costs (which are indirect costs such as wages, rent, utilities, marketing, office supplies and 
legal costs). 


Suppliers and other stakeholders submit supermarkets have been accreting margin by: 
= passing increases in the COGS on to consumers 


Suppliers submit it is common for retailers to raise shelf pricing more than the wholesale 
price increase the supplier requested.® 


«increasing shelf prices without underlying increases from the supplier 


820 J Barrett, ‘Australia’s big supermarkets increased profit margins through pandemic and cost-of-living crisis, analysis 


reveals’, The Guardian Australia, 22 May 2023, accessed 22 August 2024; D Ziffer, ‘The profit crisis is the inflation-driving 
pressure we don’t talk about’, ABC News, 15 November 2022, accessed 22 August 2024; S Meacham, ‘Adding insult to 
injury’: Supermarkets record huge profits as Australians face cost of living crisis’, 9News, 25 August 2023, accessed 22 
August 2024. 


821 ACCC, Supermarkets Inquiry supplier roundtable summary, p 4; Australian Chicken Growers’ Council, Submission to the 
Inquiry, published May 2024, pp 7-8. 
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The Australian Dairy Product Federation submits that supermarkets can charge a higher 
price for a dairy product with no change to the wholesale price paid to the processor or 
at the farmgate. 


= reducing the shelf prices by proportionately less than the decrease in the cost of product. 


A consultant in the industry submits '[i]f the cost prices come down in the future, the 
retailer may negotiate a 8% decrease from the supplier and then only reduce the shelf 
price by 5% and often a week or 2 after the supplier has reduced the prices’.®?* Such 
practices would increase the margin that retailers make on the product without wholly 
reflecting changes in the underlying cost of the product from suppliers. 


Woolworths and Coles submit their retail price increases are justified in responding to the 
increases in underlying costs (as discussed in chapter 5) and to enable investment in their 
businesses. °° 


Coles submits COGS is the largest cost incurred by a supermarket and that ‘[e]lven small 
increases in COGS through suppliers negotiating price adjustments can therefore result in 
very substantial impacts to profitability which will often lead to increases in retail prices’. 


Woolworths submits substantially reduced profits would ‘compromise our ability to 
sustainably invest in our operations, improve our service, quality, and efficiency, and improve 
our resilience to better manage ongoing supply chain risks and uncertainties’, and would 
ultimately have an impact on the Australian economy.®* 


As discussed in chapter 4, having or exercising market power and/or charging high prices in 
and of itself is not illegal under the Competition and Consumer Act 2010 (Cth) and the ACCC 
does not have the power to intervene and determine what prices business should charge. In 
undertaking this inquiry, the ACCC is seeking to identify any market failures in the supply of 
groceries, including where there appears to insufficient competition, and consider ways to 
promote competition and improve the efficiency of the grocery supply chain. 


Suppliers submit supermarkets can also accrete margin by engaging in a variety of practices 
which have the effect of distributing relatively more margin towards supermarkets at the 
expense of suppliers. While we have not yet formed a view on this issue, it is one that 
suppliers have consistently raised. We discuss these practices further in section 8.2.2 and 
chapter 9. 


8.2.2. Margin allocation in grocery supply chains 


A key issue recurring throughout submissions provided in response to the Issues Paper is 
the notion of risk- and cost-shifting to suppliers. This may enable supermarkets to maintain 
or increase their profit margins through the use of their ‘buyer-side market power’. We will 
consider these issues in our analysis of supermarket and supplier margins for the Final 
Report (discussed further in section 8.2.4). 


We provide a detailed discussion of buyer-side market power, the ways in which it manifests 
in the grocery sector and how it affects suppliers in chapters 4 and 9. This section primarily 
focuses on the ways in which buyer-side market power may influence supermarket margins. 


822 Confidential Party #1, Submission to the Inquiry, published May 2024, p 1. 


8233 Woolworths, Submission to the Inquiry, published May 2024, pp 8-9; Coles, Submission to the Inquiry, published May 2024, 
pp 16-18. 


824 Woolworths, Submission to the Inquiry, published May 2024, p 10. 
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Suppliers submit supermarkets shift risks and costs onto suppliers to 
increase their profit margins 


If they have ‘buyer power’ — a form of market power - downstream buyers such as 
supermarkets may use it to obtain advantageous terms of trade with their upstream 
suppliers, such as farmers and packaged goods manufacturers.®”° We have not formed any 
concluded views on whether supermarkets have ‘buyer power’ or, if so, how they may be 
exercising it. 


In theory, by dictating the terms of trade through the use of their buyer power, supermarkets 
may be able to transfer risks and costs to suppliers, thereby maintaining or increasing their 
own margins, while negatively affecting the suppliers’ margins. 


As we understand from submissions discussed below, retailers may maintain or increase 
their own margins (and consequently put downward pressure on the margins earned by the 
supplier or intermediary processor) in several ways. This may include utilising supplier- 
funded discounting and promotional campaigns, fully or partially rejecting supplier cost 
increase requests, or increasing trade spends and rebates. This enables retailers to 
effectively pass on greater uncertainty, unexpected costs or a lower revenue to suppliers. 


Some submissions to the Issues Paper have noted that when retailers run discount 
promotions on products, supermarkets often expect the supplier to fund the promotion, in 
whole or in part. They submit that this has a positive effect on supermarkets’ margins but a 
negative effect on the suppliers’ margins. This is discussed further in box 8.2. 


A consultant in the supermarket industry submits that a margin enhancing technique used 
by retailers is ‘cash maintained promotional discounts’.8? For example, when a $5 product is 
promoted for $4, the manufacturer is required to fund the $1 retail price decrease. This 
increases the margin percentage for the retailer compared with its standard margin 
percentage.°2” 


Some suppliers have told us Coles, Metcash and Woolworths use cost price increase 
requests and range reviews processes to “extract” more margins for themselves, which 
results in decreasing supplier margins. For example, the previous manufacturer of a health 
product supplied to a range of supermarkets alleged that Coles and Woolworths use the 
following strategies to increase their margins: 


= Regrading — a process whereby the suppliers are required to provide retailers better 
margins or promotional plans, or risk limiting the number of stores they are ranged in.8?8 


— This was echoed by an independent milk producer — Gippsland Jersey Milk - who 
claimed its products were removed from 65 Coles stores in Victoria after it refused to 
provide the retailer a larger profit margin.®2° It was publicly reported that as a result, 


825 Competition Commission, Grocery Market Investigation 2008, p 159. 

826 Confidential Party #1, Submission to the Inquiry, published May 2024, p 1. 
827 Confidential Party #1, Submission to the Inquiry, published May 2024, p 1. 
828 Confidential Party #11, Submission to the Inquiry, published May 2024, p 8. 


829 F Broom & E Field, ‘Victorian independent dairy says Coles shunning its milk after supermarket giant was refused bigger 
profit share’, ABC News, 16 June 2024, accessed 22 August 2024. 
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the producer’s milk will only be available in 16 stores and the business claims it will 
be left with large quantities of unsold milk and fears retribution for speaking publicly. 


= Delisting - where Coles and Woolworths send suppliers possible deletion letters and the 
only way to stay on the shelf is to increase the retailer's margins or promotional spend. 
This stakeholder noted that when suppliers request a cost price increase, Coles and 
Woolworths claim not to threaten suppliers with deletion as this practice is not permitted 
under the Food and Grocery Code. Instead, the supermarkets use words such as [your 
product is] ‘uncompetitive’ or ‘no one else in that category has asked for an increase’.®°° 


Some suppliers submit they will commit to a contracted amount of trade spend with 
supermarkets. However, at times they have contributed more than the contracted amount in 
responding to ad-hoc requests from the larger supermarkets to fund promotions to match 
supermarkets’ competitors.®*' Chapter 9 discusses further ways in which suppliers provide 
additional trade spending to supermarkets, such as for: 


= rebates, whereby a percentage of the price suppliers receive for the sale of their products 
to the supermarkets is remitted back to the supermarket. This is for contribution to 
promotional activity (as discussed in this section), and to achieve quicker payment times 
from the supermarket. 


= acquisition of ancillary services from the supermarket (or the supermarkets’ preferred 
suppliers), which include suppliers paying for: 
— produce packaging 
— freight services 
— advertising and marketing 
— data analytics and 


— accreditation and auditing. 


In box 8.2 below, we provide a summary of stakeholder submissions on the alleged risk- and 
cost-shifting practices of supermarkets. 


We provide a further detailed discussion of buyer-side market power and its possible effects 
on suppliers in chapters 4 and 9. 


Box 8.2: Stakeholders claim supermarkets shift risks and 
costs onto suppliers 


Council on the Ageing Australia’s submission to the Issues Paper discusses key 
responses from their Supermarkets Prices Survey conducted in January 2024.832 A 
respondent to this survey who has ‘spent in excess of 20 years selling to the Australian 
Supermarket Industry’ states that ‘the weekly “Specials” advertised by the big retailers are 
supported entirely by markdowns provided by their suppliers. Further, if a supplier fails to 
support these markdowns, they are either not listed for stocking or are discontinued as 
suppliers’.®%° 


The previous manufacturer of a health product submits that retailers require 20-22% 
rebates and allowances or trading terms, which is deducted from suppliers’ invoice 
price.®%4 They also state that the accumulation of costs, including ‘instore planogram and 
logistics costs are pushed back on the suppliers and is another profit margin for Coles 
and Woolworths’.®%° Further, they submit that Coles and Woolworths ‘want suppliers to 
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have shelf ready/friendly packing (SFP), so its [sic] quicker in the store to refill a shelf. This 
is an additional cost to the supplier and an environmental waste of the extra packaging’. 


Australian Chicken Growers’ Council state that ‘the continued virtually flat retail prices of 
chicken meat to consumers in the face of ongoing rises in cost of production over a long 
period is due to farmers being forced to subsidise consumer prices’.®°6 


eastAUSMilk also submit that in order to reduce the impact of price reductions on 
supermarket margins, supermarkets cost shift to suppliers. It claimed that suppliers risk 
the impairment of their business relationship with supermarkets if they decline to 
participate in cost-shifting.°°” 


Another supplier submits that Coles and Woolworths expect suppliers to fully fund the 
margin reduction associated with promotional activity and that suppliers are ‘forced to run 
promotions for 16-20 weeks of the year'.838 Consequently, to cover their own margin 
shortfall, suppliers have to increase their prices, which supermarkets pass on to the 
consumer. This submission also notes that Coles and Woolworths ask suppliers for ‘co- 
op’ spending, which is an additional funding on the supermarkets-owned media channels 
for advertising. These costs are again factored into suppliers’ pricing, resulting in higher 
prices for consumers. 


8.2.3. Product margins vary within and across supermarkets 


As noted in section 8.2.4, we are gathering a range of information on the margins 
supermarkets earn. 


Our initial information gathering notice to ALDI, Coles, Metcash and Woolworths sought 
information on the product margins of each supermarket’s and Metcash banner stores’ 
highest Stock Keeping Units (SKUs) by revenue for the 2022-23 financial year. For the 
purpose of the discussion below we treat Metcash banner stores as one supermarket. 


We analysed product margins of the supermarkets’ top 2,000 SKUs by revenue. While a 
range of limitations apply to this dataset,®*° our preliminary analysis suggests that average 
product margins vary significantly across products within and between supermarkets.®*“° The 
simple average product margin for the supermarkets ranged between 21% and 31%. When 


830 Confidential Party #11, Submission to the Inquiry, published May 2024, p 8. 


831 Confidential Party #1 Submission to the Inquiry, published May 2024, p 1;Confidential Party #11, Submission to the Inquiry, 
published May 2024, pp 6-7. 


832 COTA, Submission to the Inquiry, published May 2024, p 5. 

833 COTA, Submission to the Inquiry, published May 2024, p 8. 

834 Confidential Party #11, Submission to the Inquiry, published May 2024, p 5. 

835 Confidential Party #11, Submission to the Inquiry, published May 2024, p 7. 

836 Australian Chicken Growers’ Council, Submission to the Inquiry, published May 2024, p 6. 
837 eastAUSMilk, Submission to the Inquiry, published May 2024, p 10. 

838 Confidential Party #4, Submission to the Inquiry, published May 2024, p 2. 


839 The ACCC recognises the following limitations of the margin information associated with the top 2000 SKU by revenue for 
the 2022-23 financial year: 


e Itis possible that some of these findings are only the case for the latest financial year and may vary across time. 


e The precise methodology used to calculate product margin metrics varies between retailers and are therefore not 
directly comparable. 


e The top 2,000 SKUs included some items that are not the focus of the Inquiry, for example cigarettes and gift cards. 


e The top 2,000 SKUs is a sample of the products sold by the supermarkets, and therefore may not be reflective of the 
overall product margins of these entities. 


e We acknowledge there may be limitations with the accuracy of the data provided by one of the retailers. 
840 Information provided to the ACCC. 
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weighted by product revenue, the average product margins for the supermarkets ranged 
between 21% and 27%. Similarly, median product margins ranged between 21% and 33%.°*" 


Overall, supermarkets earn a wide range of product margins, albeit the extent of distribution 
differed between the supermarkets. Some supermarkets have a tighter distribution of 
product margins while others had a larger range of margins earned on different products. 


The supermarkets earn low (and in some cases, negative) product margins, as well as higher 
product margins. Approximately 4% of products in the top 2000 SKU datasets combined 
earned a product margin of above 50%.°4 Coles has stated that higher product margins on 
some products is needed to offset lower product margins on other products. *° 


The variance in the product margin across products may be due to the type and nature of the 
products. For instance, products that require additional work in-store to prepare the goods 
for final consumption have higher operating costs. As discussed in box 8.1, these 
operational costs are typically captured in other whole of business metrics rather than in 
product margin, thus resulting in a higher product margin for these products. 


For example, Coles submitted: 


The bakery department, for example, has higher operating costs due to the 
specialised workforce of in-store bakery staff and their hours of work which leads to 
higher labour and training costs, the capital expenditure and maintenance costs 
relating to the bakery equipment, higher electricity costs, and the packaging used to 
box or wrap the baked products. It also has higher costs associated with wastage for 
stock not sold before its 'best before’ date given the short shelf life of most baked 
products. Even within the bakery department there are other relevant variables, for 
example, scratch bakery lines (that is, products that are manufactured ‘from scratch’ 
in the store bakery) will require a greater labour component as well as different 
equipment (that is, more capex and maintenance) compared to par-bake lines.°4 


Similarly, information provided by Coles and Woolworths to the ACCC conveyed that deli 
meat and certain fresh produce are also finalised in-store (such as through in-store cutting, 
slicing and wrapping).®4° 


8.2.4. We will analyse supermarket margins in detail 


We are gathering a range of information — utilising our compulsory information gathering 
powers — to analyse the margins earned by supermarkets. 


We will likely examine the product margins of different types of products over the last 5 
years, across the product categories supermarkets sell. We may also examine margin 
metrics that take into account payments received from suppliers, for example for 
promotions. 


Additionally, to the extent possible, we will analyse margins across the supply chain for 
particular case studies. These include: apples, bananas, cucumbers, potatoes, strawberries, 
milk, eggs, beef, chicken, pork, sliced ham, cereal, biscuits, dishwashing tablets, and dog 


841 Median product margin shows the mid-point or the value at which half the product margins are below and other half are 
above this value. 


842 Information provided to the ACCC. 
843 Information provided to the ACCC. 
844 Coles, Submission to the Inquiry, published May 2024, p 8. 
845 Information provided to the ACCC. 
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food. How we have determined this mix of product categories is further discussed in 
section 9.3.2. 


For these case studies, we may examine: 


= how product margins have changed over time, including any relationship between 
margins and changes in recommended retail price, the cost of goods sold and sales 
revenue 


= how prices are set across these supply chains, the associated margins and how this 
contributes to the difference in prices paid to suppliers and the price paid by consumers 
for groceries. 


Supermarket profitability and margins are key issues for the next phase of this Inquiry. 
Please refer to the box 1.1 for a full list of key issues. 
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9. Grocery supply chains 


Key points 


Efficient supply chains are crucial to ensuring markets for the supply of groceries are 
working well for consumers, suppliers and the Australian economy. 


Interested parties have expressed a wide range of views during the Supermarkets 
Inquiry about grocery supply chains. A common theme has been concerns of primary 
producers, and other smaller suppliers, about their trading relationships with 
supermarkets. 


We have not reached conclusions about any of the alleged practices raised by 
suppliers. This includes whether the supermarkets engage in such practices or, to the 
extent they may, the impact on efficient operation of grocery supply chains. 


In supply chains where production is highly fragmented, products are perishable and 
homogenous, and where a small number of supermarket chains are the primary 
distribution channel, bargaining positions are likely to be highly unbalanced in favour of 
supermarkets. 


Suppliers operating in these types of supply chains have raised concerns that , in their 
view, supermarkets are using buyer power to engage in practices including: 


— requiring pricing below efficient levels, including below costs of production 


— a lack of transparency for fresh produce suppliers about prices and volumes 
required to press for reduced wholesale prices in weekly tendering processes 
(suppliers also noted the contrast between the supermarkets price and volume 
commitments being decided on a weekly basis through these tendering processes 
and the necessity for many suppliers of fresh produce to make production 
decisions well in advance of this price and volume information being made 
available to them) 


— using information asymmetries, for example to encourage an oversupply of 
products 


— contractual terms that allow supermarkets to retain a disproportionate amount of 
the value created in supply chains, and suppliers to take on a disproportionate 
amount of the risk, including requiring suppliers be liable for cancelled orders. 


Suppliers of fresh produce also submitted that bargaining power imbalances are 
exacerbated by the supermarkets requiring uniformity of packaging, which often 
includes supermarkets’ own branding, and preventing suppliers from applying any 
branding of their own to the produce they supply. They submit this: 


— prevents suppliers from seeking to establish any brand awareness or brand loyalty 


— makes it more difficult and costly for suppliers to seek to sell through other 
channels once produce has been packed and branded to the supermarkets 
requirements — for example, if the supermarket rejects the produce. 


In contrast, in supply chains where suppliers enjoy substantial brand loyalty or have 
substantial alternative sales channels, supermarket buyer power is unlikely to raise the 
same concerns. Rather, it may improve the efficiency of supply chains by 
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counteracting supplier market power. Markets for some packaged grocery products 
may exhibit these characteristics. 


= However, many suppliers of packaged grocery products may also operate in 
environments where their products do not enjoy substantial brand loyalty and consider 
they are heavily dependent on supermarkets as a distribution channel. Reflecting this, 
some interested parties have raised concerns about trading terms for packaged 
grocery products. 


= Interested parties have raised concerns that many suppliers are reluctant to push back 
during negotiations or raise concerns with the major supermarket chains due to fear of 
jeopardising their ongoing commercial relationship. 


= Our examination of these issues will be informed by a series of case studies of grocery 
supply chains for a range of grocery products and product categories across meat and 
livestock, fresh produce and packaged food and non-food items. A full list of the 
product category case studies is in section 9.3.1. 


= These case studies will examine, to the extent possible, prices and margins across 
these supply chains and differences between the prices paid, and prices charged, by 
suppliers, wholesalers and retailers for these grocery products. 


This chapter outlines the key issues identified in submissions and supplier roundtables 
relating to grocery supply chains to date. 


The information in this chapter is primarily based on submissions received to date, 
information provided through supplier roundtables and publicly available information. 


We have not reached conclusions about any of the alleged practices raised by suppliers. 
This includes whether the supermarkets engage in such practices or, to the extent they may, 
the impact on efficient operation of grocery supply chains. We are considering these issues 
and gathering further information, including by utilising our compulsory information 
gathering powers. 


Our Final Report will examine whether and how supermarkets and/or other buyers through 
grocery supply chains may be exercising market power, and the extent to which such 
practices may be impeding the efficient operation of grocery supply chains. 


The chapter is structured as follows: 


= Section 9.1 provides an overview of grocery supply chains in Australia, noting that 
supermarkets are a major buyer of both agricultural goods and packaged grocery 
products produced through these supply chains. 


= Section 9.2 outlines some of the key concerns raised by suppliers to date, including 
about supermarkets buyer power. 


= Section 9.3 sets out the ongoing work the ACCC is undertaking in considering these 
issues that will inform any conclusions and recommendations in our Final Report. 


9.1. Overview of grocery supply chains 


This section provides an overview of agricultural and packaged grocery supply chains and 
recent trends in these supply chains based on the information obtained to date. It also 
includes an overview of industry codes that are relevant to grocery supply chains. 
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9.1.1. Grocery supply chains can vary significantly 


Supply chains for grocery products vary significantly. Groceries on supermarket shelves 
typically either come directly from suppliers (such as farmers, growers and dry goods 
manufacturers) or via intermediaries (such as processors, manufacturers and wholesalers). 


Many submissions in response to the Issues Paper raised concerns around the reliance 
suppliers have on Coles and Woolworths as trading partners in supplying grocery products 
to Australian consumers. 


For example, the NFF Horticulture Council submits suppliers are highly reliant on Coles and 
Woolworths to distribute their produce due to the significant market share of these 

2 retailers.°4° The NFF Horticulture Council also submits there are limited export options for 
the Australian horticulture sector which results in the sector being heavily reliant on the 
domestic market.®4” 


Alfred E Chave submits suppliers have tailored their operations to meet the needs of the 
major supermarkets, narrowing their ability to engage with the traditional wholesale 
channel.®48 


Our preliminary view is reliance on the supermarkets chains as trading partners, and the 
consequences of this reliance for efficient delivery of grocery products to consumers, 
depends on the nature of the supply chain and the characteristics of the product. 


Perishable goods markets considered in the ACCC’s Perishable Agricultural Goods Inquiry 
were often characterised by a relatively small number of buyers acquiring the majority of 
produce, compared to a relatively large number of producers. 


As discussed in section 7.1.3, our preliminary analysis suggests the retail level of Australia’s 
supermarket industry is highly concentrated, with Coles and Woolworths likely accounting 
for approximately 67% of national supermarket sales. 


However, as discussed below, for some supply chains, such as beef and sheep, domestic 
sales through supermarkets account for only a relatively small amount of total production in 
Australia, with most production exported. 


846 NFF Horticulture Council, Submission to the Inquiry, published May 2024, pp 4-5. 


847 NFF Horticulture Council, Submission to the Inquiry, published May 2024, p 5. 
848 Alfred E Chave, Submission to the Inquiry, published May 2024, p 5. 
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Figure 9.1 Grocery supply chains can vary significantly 


Inputs Upstream 


Resources required to create goods. Includes: 


& Aà GF G6 A 8 Y 


Utilities Labour Packing Animal Fertiliser © Seed Accreditation 
Energy and water costs feed 


Primary producers 
Dairy farmers, growers of horticultural 
crops, farmers of beef, pork, sheep, 
chicken and eggs, fishing and aquaculture. 


; Including: 

* Tier 1 suppliers (fresh produce and livestock is 
typically sold directly to the major 
supermarkets) 

+ Tier 2 suppliers (fresh produce and livestock is 
typically sold via a wholesaler or intermediary) 


Manufacturers 


Parties that transform raw 
materials into finished goods. 


Including: 


* Suppliers of dry and packaged goods 
(such as Arnott’s, Kellanova, Unilever) 
Suppliers of agricultural goods 
with a longer shelf life (including 
cheese, cured meats and smallgoods 
and canned fruits and vegetables) 


Processors 


Parties that process goods (usually 
agricultural) into a product. 


Including: 

+ Dairy processors 
+ Meat and livestock processors, including: 
+ Abattoirs 

+ Poultry processors 

Seafood processors 


Wholesalers 


Markets where wholesalers compete to 
supply their products to other wholesalers, 
retailers, or export markets. 


Including: 


+ Fresh produce central markets, other 
intermediaries such as agents and merchants, 
horticulture packing sheds 


Groceries (including Metcash) 


Retailers 
Retailers supply products to Australian Consumers. 


Including: 
+ Major supermarkets (including Woolworths, Coles and Aldi) 
* Independent supermarkets (including IGA) 


+ Specialty retailers (including butchers, green grocers and 
food service businesses) 


Australian 
consumers Downstream 
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9.1.2. Agricultural goods 


Agricultural grocery supply chains take produce in its raw form and transform it into 
products ready for consumer purchase. The broad structure of agricultural supply chains 
has 3 main levels. 


AN Farmgate 


F Markets where producers (dairy farmers, growers of various horticultural crops, 
farmers of beef, pork, sheep and chickens, eggs, fishing and aquaculture) sell their 
produce to a processor or a retailer, either directly or through an intermediary. 


fan Wholesale 


2. Markets where processors or wholesalers (for example horticulture 
X packing sheds, dairy processors, abattoirs) compete to supply their 
products to retailers, food service providers or export. 


©) Markets where retailers (supermarkets, speciality retailers such 

| o í `) as butchers and green grocers, food service) compete to supply 
products to consumers. 

The degree of perishability of a product can influence market structures. Agricultural food 


products can be divided into 3 broad categories, perishable, semi-perishable and non- 
perishable goods. 


Perishable goods 

Foodstuffs which deteriorate quickly and have a short storage life. Storage must 
retain moisture in the produce and substantially lower the temperature. Examples 
include most fruits and vegetables such as berries and lettuce. Itis possible to 
prolong the life of some perishable goods, such as fish and meat, through freezing. 


Semi-perishable goods 

Foodstuffs that do not require refrigeration, but still have a limited shelf 
life, or which can last for several months if well stored. Examples include 
potatoes, onions, pumpkins and cured meats. 


Non-perishable goods 


Foodstuffs that deteriorate slowly. These generally only need to be 
stored in a dry, cool environment. Examples include grain, flour, 
sugar, spices, and nuts. 


This section outlines the main characteristics of perishable and semi-perishable agricultural 
goods supply chains in 4 categories: horticulture, dairy, eggs and meat products. 


Horticulture 


Horticulture is Australia’s third largest agricultural industry.**? It includes fruit, vegetables, 
nuts, flowers, turf and nursery products. 


According to Hort Innovation, a grower-owned, not-for-profit Research and Development 
Corporation, Australia produced 6,453,481 tonnes of fresh horticultural produce in 2022/23. 


849 Department of Agriculture, Fisheries and Forestry, Australian Horticulture, accessed 22 August 2024. 
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The majority of this produce was supplied to the domestic market (60%) or for processing 
(28%).°°° 


The horticulture industry is diverse across product groups, the scale of farm enterprises and 
the extent of integration through the supply chain. Generally, the industry is characterised by 
a large number of farmgate producers in a given region for a given product and fewer 
processors, wholesalers or other intermediaries in that region.85! 


The Australian Fresh Produce Alliance submits that as of June 2023 there were around 
18,300 fruit, nut and vegetable growing businesses in Australia, with 96% defined by the ABS 
as ‘small businesses’.®52 


The Australian Fresh Produce Alliance further submits the industry is spread around 
Australia, making the most of our varied climate, where different regions have ideal growing 
conditions for different produce. This also means production is greatly dependent on a 
region’s growing conditions in any season. Some produce can be grown year-round in one 
region, such as bananas in North Queensland. While other produce is grown in multiple 
regions to account of seasonal variability, such as blueberries, which are grown between 
Tasmania and Central Queensland.®°? 


Supply chain implications of perishability 


Varying perishability of fresh produce means there are different supply chain requirements. 
Highly perishable goods, such as berries and leafed vegetables must be stored under 
specific conditions shortly after harvesting. The perishability of these products necessitates 
timely access to market for optimal shelf life. 


Medium to longer life produce, such as potatoes and apples, have more supply chain 
flexibility. However, some products will require controlled conditions to optimise their shelf 
life, which necessitates access to additional infrastructure such as cool rooms.®4 


Fragmented markets and varying degrees of perishability appears to have implications for 
their trading relationships with the buyers of their produce as discussed in section 9.2.1. 


Types of trading relationships 


ALDI, Coles and Woolworths acquire fresh horticulture produce both directly from growers 
and indirectly via intermediaries. Coles refers to those it has a direct contractual relationship 
with as ‘tier 1’ suppliers, and suppliers who provide either products, processes or services to 
support the tier 1 supplier to meet their contractual commitments as ‘tier 2’ suppliers.°°° 
Woolworths similarly refers to direct suppliers as ‘tier 1’ suppliers and indirect suppliers as 
tier 2 suppliers.2°° The Australian Fresh Produce Alliance submits tier 1 suppliers have 
invested significantly in their infrastructure, machinery, and workforce to enable them to deal 
in large quantities of produce.®°” 


850 Hort Innovation, Australian Horticulture Statistics Handbook 2022/23, accessed 22 August 2024, p 28. 

851 ACCC, Perishable Agricultural Goods Inquiry Report, 10 December 2020, p 6. 

852 Australian Fresh Produce Alliance, Submission to the Inquiry, published May 2024, p 7. 

853 Australian Fresh Produce Alliance, Submission to the Inquiry, published May 2024, p 7. 

854 ACCC, Perishable Agricultural Goods Inquiry Report, 10 December 2020, p 39. 

855 Coles, Our commitment to human rights - 2023 Modern Slavery Statement, accessed 22 August 2024, p 10. 
856 Woolworths, 2023 Modern Slavery Statement, accessed 22 August 2024, p 5. 

857 Australian Fresh Produce Alliance, Submission to the Inquiry, published May 2024, p 10. 
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Participants at our supplier roundtables noted that tier 2 suppliers can provide their produce 
to tier 1 suppliers who aggregate the produce and sell it to the supermarket.®°° Participants 
also submit there is a limited number of tier 1 suppliers to the supermarkets. °°? 


Coles submits it contracts all of its volume requirements for fresh produce with its direct 
growers or intermediaries.°©° Coles further submits there are 3 types of suppliers it contracts 
with: direct growers, aggregators (suppliers that do not grow any product, but consolidate 
volumes from various sources) and grower/aggregators (who both grow and also 
consolidate third party volumes).°°' 


Woolworths submits it sources around 96% of its fresh fruit and vegetables from Australian 
growers.®® It submits it predominantly buys fresh fruit and vegetables from growers and 
grower/aggregators who have long-term purchasing relationships with Woolworths and that 
it supplements this with purchases from central market agents for less than 10% of its 
weekly purchases.°® 


Coles and Woolworths direct relationships with horticulture suppliers 


Suppliers who contract directly with Coles and Woolworths can do so by way of Grocery 
Supply Agreements (GSA) — which are defined in, and subject to, certain requirements under 
the Food and Grocery Code — when they begin supplying.®™ Information we've received to 
date suggests these types of agreements have varying lengths and formality. 


Some suppliers enter longer term contractual arrangements with supermarkets in relation to 
volumes and price. Woolworths submits some of its fresh produce such as packaged salads 
and mushrooms with less volatility in production, have contracted pricing in place to allow 
for longer-term planning.®° 


Coles indicates that, with respect to fresh produce, it enters into longer-term contracts with 
suppliers of a limited number of product lines. This includes suppliers of products that are 
harvested infrequently (for example nuts which are harvested annually) or where the 
contracts are to exclusively supply Coles with certain products. 866 


Other suppliers have less formalised volume and pricing arrangements with Coles and 
Woolworths. These suppliers often receive non-binding volume ‘forecasts’ ahead of each 
season.°°’ Prices are generally not included in these forecasts or other supply contracts. For 
most fresh produce, prices are negotiated on a weekly basis, through a tendering system.°© 
The NFF Horticulture Council submits there are very few pre-existing contractual 


858 ACCC, Supermarkets Inquiry supplier roundtable summary, p 3. 


859 ACCC, Supermarkets Inquiry supplier roundtable summary, p 3. 
860 Coles, Submission to the Inquiry, published May 2024, p 14. 


861 Coles, Submission to the Inquiry, published May 2024, p 14. 
862 Woolworths, Submission to the Inquiry, published May 2024, p 46. 


863 Woolworths, Submission to the Inquiry, published May 2024, p 46. 


864 ‘Grocery supply agreement’ is defined in section 3 of the Food and Grocery Code as “any agreement between a retailer and 
a supplier (other than a wholesaler), or between a wholesaler and a supplier, that relates to the supply of groceries to or for 
the purposes of a supermarket business (whether or not the agreement is the principal agreement between them relating 
to the supply of groceries) and includes any document: (a) comprising the agreement; or (b) made, from time to time, 
under the agreement”. 


865 Woolworths, Submission to the Inquiry, published 20 May 2024, p 46. 
866 Information provided to the ACCC. 


867 Coles, Submission to the Inquiry, published May 2024, p 15; Woolworths, Submission to the Inquiry, published May 2024, p 
46; NFF Horticulture Council, Submission to the Inquiry, published May 2024, p 11; AUSVEG, Submission to the Inquiry, 
published May 2024, pp 19 - 20. 


868 NFF Horticulture Council, Submission to the Inquiry, published May 2024, p 11; Woolworths, Submission to the Inquiry, 
published May 2024, p 46. 
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arrangements as to volume and pricing for horticultural produce. Most suppliers have their 
prices and volumes determined on a weekly basis.86° 


Where produce is priced on a weekly basis, Coles submits as a first step, tier 1 suppliers 
enter the price they want for their produce in the Coles Portal and the volume they can 
supply for the following week.®”° Coles submits that on Tuesdays it negotiates this price with 
suppliers and it bases the price it is willing to pay around the wholesale market (that is, 
central market) price prevailing at the time.®”' Coles submits every Thursday suppliers then 
receive a set of purchase orders from Coles that set out the agreed price and volume of their 
orders for the following week.87? 


Woolworths submits it also negotiates specific volumes and pricing with its fruit and 
vegetable suppliers each week.®”? It also submits the prices of fruit and vegetables in 
Australia are primarily driven by supply and demand.®” Participants at our supplier 
roundtables noted the weekly tendering process is similar in relation to both Coles and 
Woolworths.®’> 


Many fresh produce suppliers have expressed concern about their capacity to negotiate 
prices with the major supermarkets and a lack of transparency about wider market prices. 
We discuss these concerns in section 9.2.2. 


In this context, we note that Coles and Woolworths’ buying arrangements may also impact 
central market prices. For example, direct purchasing by supermarkets impacts the supply 
to, and demand for, produce through central markets. In addition, supermarkets purchase 
some produce directly from central markets and produce that is rejected by the 
supermarkets (as discussed in section 9.2.2) is often offered for sale at central markets. 


The role of processors, wholesalers and other intermediaries in the horticulture 
industry 


Various intermediaries may be involved in bringing fresh produce from primary producer to 
end user consumers. Their role may be to: 


«transform the raw product into a consumable, for example as a processor that bottles, 
cans, preserves, quick-freezes or dries fruit and vegetables 


= pack, transport, aggregate and/or store produce 


«buy produce as a wholesaler, or sell the produce on behalf of the grower as an agent. 
This can be done through the central markets or other channels. 


The Horticulture Code of Conduct regulates trade in horticulture produce by setting out 
certain rights and responsibilities in the relationships between growers and intermediaries 
(referred to as traders in the code). 


Traders who sell horticultural produce fall into 2 categories under the Horticulture Code: 
agents or wholesalers (merchants). Both merchants and agents are required by the Code to 
have a Horticulture Produce Agreement with growers.®”° 


869 NFF Horticulture Council, Submission to the Inquiry, published May 2024, p 11. 
870 Coles, Submission to the Inquiry, published May 2024, p 15. 


871 Coles, Submission to the Inquiry, published May 2024, p 15. 
872 Coles, Submission to the Inquiry, published May 2024, p 15. 


873 Woolworths, Submission to the Inquiry, published May 2024, p 46. 
874 Woolworths, Submission to the Inquiry, published May 2024, p 46. 


875 ACCC, Supermarkets Inquiry supplier roundtable summary, p 5. 
876 Competition and Consumer (Industry Codes—Horticulture) Regulations 2017 s 12(1). 
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An agent sells a grower’s produce on the grower’s behalf for a commission or fee. An agent 
never owns the produce they are selling. A merchant takes ownership of the produce from 
the grower. Under section 34 of the Horticulture Code, the transfer of ownership occurs as 
follows: 


= If the price has been agreed before delivery, when the produce is delivered. 


« |fa method or formula for determining the price has been agreed before delivery, when 
the produce is delivered. 


= If the above doesn’t apply and if the merchant is providing an agreed service, such as 
washing or packing, when the service is completed. 


« In all other cases, at the time the merchant and grower agree on a price for the 
produce.®”” 


Where parties use a method or formula to calculate the price, we understand a merchant 
typically remits to the grower the sale price less charges and commission. We note in these 
cases, while ownership has passed to the merchant, unless a price has been agreed upon, 
the risk associated with receiving a low sale price still primarily rests with the grower. 


Central markets 


For fresh produce suppliers, central markets are an important supply avenue outside of 
supermarkets. The central markets are large, physical marketplaces for the trading of fresh 
produce. 


Fresh Markets Australia submits Australia has 6 central fresh fruit and vegetable central 
markets, based in Brisbane, Sydney, Melbourne, Adelaide, Perth and Newcastle.®” 
Wholesalers and agents at the central market supply fresh produce to a variety of 
purchasers including supermarket retailers, providores, food service businesses, 
independent grocers and other buyers. 


Fresh Markets Australia submits the Australian central markets supply more than 21,000 
food service businesses, and independent fruit and vegetable retailers. It also submits that 
many central market fruit and vegetable wholesalers are suppliers to supermarkets.®”° 


Alfred E Chave submits the structure of the fresh produce supply chain has changed over 
the last 30 years. It submits that in the 1990s, Australia’s major supermarkets expanded the 
direct supply of produce from farmers, bypassing the central markets. Alfred E Chave 
submits this narrowed growers’ market engagement and reduced their presence in the 
traditional wholesale channel.®°° 


In our supplier roundtables, many fresh produce suppliers noted that produce supplied to 
central markets tends to be high quality premium produce, or lower quality produce that has 
been or may be rejected by the supermarkets.°®' For this reason, supplier roundtable 
participants suggested central market prices are not necessarily a suitable benchmark 
market price to inform decisions by the supermarket chains about the prices they offer and 
accept.882 


877 Competition and Consumer (Industry Codes—Horticulture) Regulations 2017 s 34. 
878 Fresh Markets Australia, Submission to the Inquiry, published May 2024, p 1. 


879 Fresh Markets Australia, Submission to the Inquiry, published May 2024, p 1. 
880 Alfred E Chave, Submission to the Inquiry, published May 2024, p 1. 
881 ACCC, Supermarkets Inquiry supplier roundtable summary, p 4. 


882 ACCC, Supermarkets Inquiry supplier roundtable summary, p 6. 
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Freshmark submits that growers may sell produce via a wholesaler for several reasons, 
including: 


= They are unable to or uninterested in supply directly to the major supermarkets. In some 
cases, this is because the grower’s operation is smaller than those typically preferred by 
the supermarkets. By selling via the wholesaler/markets system, growers have the option 
to maintain a smaller, often family-run operation. 


= The grower produces lines not well-matched with supermarket product preferences. This 
may include highly specialised, boutique products. 


= To provide produce that meets the short lead time needs of providores, food service or 
the export market.®®? 


Other aggregator channels 


Aggregators play an important role in assisting small producers to access retail channels 
through consolidating volume through a mix of different suppliers. 


Aggregators of horticulture produce take many different forms. This includes: 
= agents who sell produce on behalf of growers to wholesalers or retailers, 


= direct suppliers to supermarkets who supplement their produce with goods from other 
growers 


= packing sheds 


= other businesses who provide transport or storage facilities. 


Some aggregators are also growers themselves who pack and store produce for other 
growers to on sell to retailers. 


Coles submits the complexity and fragmented nature of their fresh produce sourcing model 
often means that Coles relies on aggregators or grower/aggregators to acquire and 
consolidate sufficient volumes to meet its requirements.®** Coles submits a downside of 
this model is that often claims about poor supermarket treatment of a fresh produce grower 
stem from conduct between the grower and aggregator, without any knowledge or 
involvement by Coles.8?5 


Woolworths similarly submits where growers are selling through intermediaries such as 
aggregators or agents, Woolworths will not have visibility of the price the end grower 
receives, which may not be the price retailers pay.®°° 


Dairy 


The Australian Dairy Products Federation submits the dairy supply chain transforms raw 
milk into a variety of dairy products for consumption in the Australian and international 
markets. Products include fresh drinking milk and flavoured milk, cheese, powdered milk, 
cream, yoghurts, butter and other dairy fat and protein-based products.°°” 


The dairy supply chain broadly comprises 3 levels: production, processing and retail. 


883 Freshmark, Submission to the Inquiry, published May 2024, p 5. 


884 Coles, Submission to the Inquiry, published May 2024, p 14. 
885 Coles, Submission to the Inquiry, published May 2024, pp 14 -15. 


886 Woolworths, Submission to the Inquiry, published May 2024, p 46. 
887 Australian Dairy Products Federation, Submission to the Inquiry, published May 2024, p 5. 
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Dairy farmers 


Generally, dairy farmers supply raw milk to dairy manufacturers which process it and supply 
dairy products to supermarkets, other retailers and export markets. As discussed below, in 
some cases Coles and Woolworths have direct supply relationships with dairy farmers for 
the supply of drinking milk. 


In its 2022-23 annual report, Dairy Australia reported there were 4,163 dairy farms across 
Australia.888 The majority of milk production occurs on the south-east seaboard in Victoria, 
New South Wales, and Tasmania.®°? 


EastAUSmilk submitted in response to the consultation paper of the Independent Review of 
the Food and Grocery Code of Conduct that the dairy industry is extraordinarily variable 
across the nation. This variability includes a range of factors, such breeds of cattle, farm 
size, production systems, production cycles, costs, risks, farm profitability, proximity to 
processors and markets serviced.8”° 


Dairy processors 


At the processor level, there are several major dairy processors and a large number of 
smaller processors. The Australian Dairy Products Federation submits 10 manufacturers 
process the majority of Australia’s milk: Saputo Dairy Australia, Fonterra Australia, Bega 
Cheese Group, Lactalis Australia, Australian Consolidated Milk, Brownes Dairy, Burra Foods, 
Noumi, Bulla and Norco Co-Operative.®*" 


Dairy processing includes transforming raw milk into value-added dairy products including 
milk, cheese, yoghurt, butter, ice-cream. The Australian Dairy Products Federation submits 
processing milk is an ‘asset heavy’ business model requiring significant capital and 
committed investors to set up a processing plant.®% 


EastAUSmilk submits most dairy farmers sell their product to milk processors. Processors 
then process and package it according to the requirements of either: 


= their own brands, where processors provide their branded dairy products to retailers for 
sale, or 


= the retailer, where the product is sold under the retailers’ own brands (private label).°%° 
Retail sale, or export, of dairy products 


The main retail channel is supermarkets and grocery stores, with other retail channels being 
food services and convenience stores. A portion of dairy products is sold into industrial 
channels. The Australian Dairy Products Federation submits that in the 2023 financial year, 
about 71% of liquid milk sold in Australia was sold in retail stores (by volume), compared to 
29% outside of the retail store.°%* 


The Australian Dairy Products Federation submits, with the exception of fresh drinking milk, 
dairy products manufactured in Australia compete with imported dairy products. It submits 


888 Dairy Australia, Dairy Australia Annual Report 2022/23, accessed 22 August 2024, p 2. 
889 Department of Agriculture, Fisheries and Forestry, Dairy in Australia, accessed 22 August 2024. 
890 eastAUSmilk, Submission to the Independent Review of the Food and Grocery Code of Conduct, 4 March 2024, p 5. 


891 Australian Dairy Products Federation, Submission to the Inquiry, published May 2024, p 16. 
82 Australian Dairy Products Federation, Submission to the Inquiry, published May 2024, p 6. 


893 eastAUSmilk, Submission to the Independent Review of the Food and Grocery Code of Conduct, 4 March 2024, p 8. 
894 Australian Dairy Products Federation, Submission to the Inquiry, published May 2024, p 7. 


217 


that most recent figures suggest around 30% of domestic consumption of dairy products is 
imports.®9 


Export markets are also a significant channel for domestic processors, predominantly for 
cheese, butter and skim milk powder. According to the Department of Agriculture, Fisheries 
and Forestry, Australia exports approximately 30% of its milk production.®% 


In contrast to the supply of some horticultural produce, the National Farmers Federation 
Horticulture Council submits that dairy (and meat) products are typically sold under longer- 
term agreements that define both price and volume. 


How Coles and Woolworths engage with the dairy industry 


Farmers supply raw milk to processors or, in some cases, direct to retailers, including Coles 
and Woolworths. Both Coles and Woolworths sell processors’ branded milk and their own 
private label milk. Private label milk can be sourced from: 


= processors under contract, where the processor acquires the raw milk from farmers, 
processes it and sells it to the supermarket 


= through a toll processing agreement — a form of contract processing where the 
supermarket directly acquires raw milk from farmers and then contracts with a 
processor to process the raw milk, or 


= as explained below, Coles recently acquired fresh milk processing facilities bringing 
some processing in-house. 


Woolworths submits it contracts with processors for its private label milk on a volume 
tender process. Woolworths also contracts directly with a small number of dairy farmers for 
supply of its Farmer's Own brand milk. Woolworths describes this direct contracting 
arrangement as a relatively small, but important, part of its dairy offering.°”° 


For Coles private label milk, Coles submits it introduced a direct contract model, dealing 
directly with farmers rather than through a processor, in Victoria and the south coast of New 
South Wales in 2019. Coles has since rolled this model out in South Australia and Western 
Australia.°% 


In 2023, Coles acquired 2 fresh milk processing facilities from Saputo Dairy Australia Pty 
Ltd, bringing some of its processing arrangements in-house. Coles’ Statements of 
Circumstances and Minimum Prices (and Fees)°®% indicate that it will directly acquire a 
combined total of approximately 493 million litres of milk from dairy farmers in New South 
Wales, Victoria, South Australia, Tasmania and Western Australia in the 2024-25 financial 
year.°°" 


895 Australian Dairy Products Federation, Submission to the Inquiry, published May 2024, p 11. 


896 Department of Agriculture, Fisheries and Forestry, Dairy in Australia, accessed 22 August 2024. 
897 NFF Horticulture Council, Submission to the Inquiry, published May 2024, p 11. 


898 Woolworths, Submission to the Inquiry, published May 2024, p 50. 
89 Coles, Submission to the Inquiry, published May 2024, p 13. 


900 Regulation 12 of the Dairy Code of Conduct requires dairy processors to publish certain key documents by 1 July every 
year, including its milk supply agreements and a statement of circumstances for each milk supply agreement. 

%1 Coles, Statements of Circumstances and Minimum Price (and fees) FY25, accessed 22 August 2024. Note: This figure has 
been combined from each of the different regions’ Statements of Circumstances and Minimum Price. 
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Eggs 


The egg supply chain is also characterised broadly by 3 levels, being production, 
wholesaling, and retailing. The industry includes free range, barn-laid and cage-laid eggs. 


The egg industry is highly vertically integrated, and the production level is characterised by a 
small number of major operators. Complex processing is not necessary in the egg industry. 


Producers supply eggs: 
= directly to retailers (such as supermarkets and convenience stores) 
= directly to food service/food manufacturing businesses (such as cafes and restaurants) 


= via wholesalers (which then on-sell to retailers or food services businesses).°°7 


Two large, vertically integrated firms (Sunny Queens Australia and Pace Farms) operate 
across the east coast of Australia, producing, grading and packing eggs. These large players 
often source eggs from smaller producers to on-sell at a wholesale level, and in some cases 
have a financial interest in smaller producers. 


The export market for eggs is negligible given the perishable nature of eggs, freight costs 
and disease risks.°°° 


Meat 


The meat supply chain is generally characterised by a large number of primary producers 
that raise and sell livestock to a small number of processors that slaughter, process, 
package and distribute meat products to either export or for domestic markets. 


In domestic markets, supermarkets are the primary sales channel. However, supply chain 
characteristics vary significantly by the type of meat. 


Chicken meat 


Chicken meat is the most consumed animal protein in Australia.°°* The Australian Chicken 
Growers’ Council submits that more than 97% of chicken meat production is consumed 
domestically and national production has risen steadily with population growth.?°> 


The main channel for chicken meat consumption is via fresh products sold through 
supermarkets, grocery stores, and smaller specialty retailers.” A relatively smaller portion 
of chicken meat is also processed into secondary frozen products,” such as schnitzels and 
other pre-cooked frozen meals, which is sold as packaged goods in supermarkets. Chicken 
meat is also popular in food services, particularly in quick service restaurants. °°° 


The Australian Chicken Growers’ Council submits 2 processors, Inghams and Baiada, control 
more than 90% of the total genetics (baby birds) as well as the processing and sales to 
supermarkets. Processors supply day old chicks to chicken growers who grow them for a 
fee and then return them to the processor for processing. Chicken growers do not have 


902 ACCC, Perishable Agricultural Goods Inquiry Report, 10 December 2020, p 35. 
903 ACCC, Perishable Agricultural Goods Inquiry Report, 10 December 2020, p 36. 
904 Australian Chicken Meat Federation, Facts & Figures, accessed 22 August 2024. 


%05 Australian Chicken Growers’ Council, Submission to the Inquiry, published May 2024, p 1. 
906 ACCC, Perishable Agricultural Goods Inquiry Report, 10 December 2020, p 38. 
907 Australian Chicken Growers’ Council, Submission to the Inquiry, published May 2024, p 2. 
908 ACCC, Perishable Agricultural Goods Inquiry Report, 10 December 2020, p 38. 
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ownership or control of the chickens they rear.” The Australian Chicken Growers’ Council 
further submits that growers typically do not have a choice of processor due to geographic 
constraints.°'° 


Chickens are grown in growing sheds, requiring substantial, process specific investment. 
The ACCC has previously concluded this significant specialised capital investment and the 
accompanying need for a contract reduces the bargaining power of chicken growers.?"' 


Supermarkets typically purchase chicken meat directly from processors. Export 
opportunities are limited, as are imports. Less than 1% of all chicken meat sold in Australia 
is imported, and imports are subject to strict biosecurity protocols.?'* 


The Australian Chicken Growers’ Council submits Australia’s chicken meat is differentiated 
from the international market. Australia is one of the few countries that produces white 
chicken meat instead of corn-fed chicken meat, which takes on a yellowish hue. It submits 
Australia has never developed any significant export market for chicken meat and 
dependence on supermarket as an outlet for the sale of bulk chicken meat remains high.°13 


Beef and sheep 


The red meat (beef and sheep) industry consists of large numbers of producers selling to a 
relatively small number of processors (most of which are accredited for export) or directly to 
major supermarkets.?"4 


However, unlike chicken meat, export markets are the primary destination for Australia’s 
processed red meat products. The Australian Meat Industry Council submitted that 
supermarkets accounted for approximately 15% of red meat processed and sold in 2022- 
23, with the remainder sold via other domestic channels (foodservice and butchers) and 
onto the export market.?'® 


Meat and Livestock Australia estimated that in 2022, Australia exported 67% of its total beef 
and veal production®'® and approximately 60% of its total lamb and mutton production.?"” 


While only accounting for a small proportion of overall red meat production, supermarkets 
still account for the majority of domestic sales. Meat & Livestock Australia estimate that 
approximately 70-75% of domestically consumed red meat is sold via retail, with 
supermarkets (ALDI, Coles, Metcash and Woolworths etc) accounting for 80-85% of that 
volume (and butchers making up the rest).?7° 


The Australian Meat Industry Council notes Coles and Woolworths predominantly procure 
livestock directly from producers or via saleyards and animals are custom processed 
according to their specifications.°'° 


909 Australian Chicken Growers’ Council, Submission to the Inquiry, published May 2024, p 4. 


910 Australian Chicken Growers’ Council Limited Submission to the Inquiry, published May 2024, p 12. 
911 ACCC, Perishable Agricultural Goods Inquiry Report, 10 December 2020, p 17. 

912 Australian Chicken Meat Federation, Research & Trade FAQS, accessed 22 August 2024. 
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Pork 


The pork industry consists of a small number of large producers, many of which are 
vertically integrated at the farming and processing level, and some small-scale farms.°”° 


Australian export markets are limited and all fresh pork consumed in Australia is 
domestically sourced.°?' Australian Pork Limited reports Australia is a higher cost producer 
compared to large pig meat export nations like the USA and Denmark.??? In 2020, domestic 
production was nearly 419,000 tonnes??? while exports were approximately around 

50,000 tonnes. ?24 


Australian Pork Limited reports there are around 75 abattoirs processing pigs in Australia.?7° 
However, only 7 are accredited for export. Around 85% of Australian pigs are processed in 
these 7 abattoirs.’ 


Australia also produces processed pork products such as ham, bacon and manufactured 
meat, and supermarkets are considered key buyers of these goods.°’ Biosecurity legislation 
prohibits the import of fresh pig meat,?”° but there is significant import competition for 
processed pork products. %”? 


Woolworths submits pork is procured through longer term contracts where prices are 
reviewed based on movements of key inputs like feed costs (that is, grain prices).?°° 


9.1.3. Packaged grocery products 


The packaged groceries sector includes both food and non-food items. While inputs and 
production methods are product category specific, supply chains for packaged groceries are 
typically more straight forward than perishable goods. Manufacturers typically produce 
goods themselves and supply directly to retail and wholesale customers. 


There is typically greater concentration at the supplier level compared to the fresh produce 

sector (figure 9.2). Woolworths submits in more than 20 packaged grocery categories there 
are 2 or 3 companies that have significant scale, brand differentiation and greater than 50% 
share of category sales.??" 


920 ACCC, Perishable Agricultural Goods Inquiry Report, 10 December 2020, p 44. 

921 ACCC, Perishable Agricultural Goods Inquiry Report, 10 December 2020, p 44. 

922 Australian Pork Limited, State of the Industry Report 2020-21, September 2021, p 25. 
923 Australian Pork Limited, State of the Industry Report 2020-21, September 2021, pp 15. 
924 Australian Pork Limited, State of the Industry Report 2020-21, September 2021, pp 22. 
925 Australian Pork, Stages of pork production, accessed 22 August 2024. 
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Figure 9.2: Many packaged goods sectors are concentrated 


Manufacturing sector revenue shares of various packaged goods 
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Source: IBISWorld Industry reports -C1211a — Soft Drink Manufacturing in Australia, C1851 — Soap and Cleaning Compound 
manufacturing in Australia, C1192 — Prepared Animal and Bird Feed Manufacturing in Australia, C1191 — Potato, Corn 
and Other Chip manufacturing in Australia, C1852 - Cosmetics, Perfume and Toiletries manufacturing in Australia, 
C1182 - Chocolate and Confectionary manufacturing in Australia. C1173 — Biscuit manufacturing in Australia. 


Coles and Woolworths typically stock a range of branded, and private label, products in each 
product category. Private label products are either sourced under contract from 
manufacturers, often from a manufacturer that also produces its own branded product(s) in 
the same category or manufactured directly inhouse. We discuss private labels and their role 
in competition within a supermarket further in section 9.1.3. 


Packaged goods can form a significant part of supermarket sales. In 2024, toiletries, health 
products and general merchandise accounted for approximately 17.7% of supermarket 
revenue, with dry and packaged foods accounting for approximately 14.5%, and beverages at 
approximately 4.9%.°°* Woolworths submits large Australian and foreign owned consumer 
packaged goods companies supply over 70% of Woolworths’ packaged goods by sales and 
more than 60% of sales across all products.°°° 


The Australian Retailers Association submits some global food suppliers are much larger 
than Coles and Woolworths and over the past 2 years have requested significant cost price 
increases well above headline inflation.” The Australian Retailers Association noted it 
would welcome an examination of the role that these large, global food suppliers play in 
applying inflationary pressure to grocery prices. 


932 IBISWorld, Industry Report G4111 - Supermarkets and Grocery Stores in Australia, p 9, accessed 22 August 2024. 
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Woolworths submits in the 14 months from November 2021 to January 2023, they received 
more than 1,800 cost increase requests from their long-life suppliers, with an average per 
month of 4.5 times their pre COVID-19 volumes.??° 


Woolworths submits it has limited ability to test and verify the basis for a cost increase 
request and that large suppliers are often robust cost price negotiators and may, in some 
cases, withhold supply of products as part of the negotiation.*°° 


Coles also submits that cost price increase requests from suppliers more than doubled from 
FY21 and FY22.°37 


9.1.4. Trends in upstream supply chains 


Stakeholders note that some recent trends may have changed or be changing the dynamics 
of competition along grocery supply chains. 


This includes: 


= the consolidation of farming operations into larger corporations within the horticultural 
sector 


= increasing vertical integration by the supermarkets 


= expansion into adjacent services that interact directly with suppliers, such as data 
analytics and marketing services, which become part of supply negotiations between the 
supplier and supermarket. 


As discussed below, some suppliers also note the continuing growth of private label 
products in the supermarkets and raise concerns about how it affects the supply of their 
products and future viability of their brands. 


Consolidation in the farming sector 


Historical declines in the number of farms operating in Australia have continued in recent 
years, although this shows signs of stabilising, while the value of farming production has 
continued to grow (figure 9.3).9%° 


935 Woolworths, Submission to the Inquiry, p 45. 
936 Woolworths, Submission to the Inquiry, p 46. 


937 Coles, Submission to the Inquiry, p 17. 
938 Department of Agriculture, Fisheries and Forestry, ABARES Insights Issue 1, March 2024, p 6, accessed 22 August 2024. 
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Figure 9.3: The number of farms has declined while farm income is increasing 


Broadacre farms, number and cash receipts, by financial year 
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Note: All broadacre farms only, which includes beef, sheep, cropping, and mixed cropping-livestock. It does not include 


horticulture and dairy. 


Source: ACCC analysis of Australian Bureau of Agricultural and Resource Economics and Sciences (ABARES) data. 


Consolidation in the agricultural sector may be driven by a range of factors, including: 


firms increasing scale efficiencies and improving the competitiveness of their 
businesses??? 


exit of producers unable to sustainably produce goods at prices offered by buyers. 


Woolworths submits the horticultural industry is facing significant structural change, driven 
by the need for capital and scale to realise greater efficiency. It submits that larger growers 
are better able to attract funding investments, and the trend towards corporatisation and 
consolidation can be illustrated by several high-profile acquisitions by international financial 
buyers in the past few years.°4° 


Woolworths submits that for the horticulture industry, larger growers are better able to invest 


in 


‘more efficient yet capital-intensive operations, helping them to navigate factors such as 


seasonality and weather exposure’, and that this leaves smaller growers disproportionately 
affected by extreme weather." 


AUSVEG submits many growers have purchased additional farms or diversified into different 
regions (at the request of retailers) to mitigate the risk of increasing extreme weather events 
and to ensure consistent supply to the retailer.°42 This may indicate that similarly to the 
vertically integrated retailers, primary producers may also benefit from size and scale. 


939 


940 
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The Department of Agriculture, Fisheries and Forestry notes that ‘larger farms tend to be more profitable, invest more, and 
generate a higher rate of return on capital than smaller farms. Moreover, larger farms have more capacity to reduce their 
costs through scale, and a greater ability to invest in productivity-enhancing capital additions’. Department of Agriculture, 
Fisheries and Forestry, ABARES Insights Issue 1, March 2024, p 6, accessed 22 August 2024. 
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Notwithstanding consolidation in the farming sector, agricultural supply chains remain 
generally characterised as having a relatively large number of producers and a relatively 
small number of buyers acquiring the majority of their produce. Although as noted 
previously, supply chains can vary significantly across different agricultural products. 


Increasing vertical integration and expansion into related markets 


As discussed in section 3.3.2, Coles, Metcash and Woolworths have acquired several related 
businesses over the last 5-10 years. Through some of these acquisitions, they have either 
increased vertical integration or expanded their operations into related markets, including 
wholesale distribution, data processing and analytics, dairy processing and retail media. 


Acquisitions of related businesses can enable supermarkets to increase cost efficiencies 
and use existing capabilities to enter new markets that diversify the supermarket’'s revenue 
stream. 


Vertical integration may offer beneficial outcomes for the consumer in situations where 
multiple businesses in a supply chain charge a mark-up, but do not take account of the 
impact of this mark-up on each other's profits (double marginalisation). Through vertical 
integration this ‘double mark-up’ can be eliminated, resulting in downward pressure on 
pricing. It can also improve efficiencies in the supply chain and lower the costs of 
production. 


However, vertical integration can create economic harm if it allows a firm to leverage a 
dominant position to reduce competition in upstream or downstream markets. 


The Australian Dairy Products Federation has expressed concerns that with Coles operating 
as a milk processor, they now have end-to-end control of product mix, pricing and sourcing 
(farmgate, wholesale and retail prices) of both private label and branded dairy products. It 
submits this may lead to Coles having greater influence on the viability of processors and 
brands.°*4° 


As discussed in section 9.2.3, suppliers have also raised concerns that due to Coles and 
Woolworths buyer power, suppliers feel obliged to acquire ancillary services such as retail 
media and data analytics from the supermarkets to preserve their commercial relationship 
with Coles and Woolworths. 


Supermarkets provide retail media services through Cartology (Woolworths owned) and 
Coles 360.°** Suppliers have reported being expected to use supermarket-owned advertising 
services.°4° Coles 360 advertising services includes social media, Flypuys member 
advertising and Coles magazines, but also in-shop promotional materials such as on digital 
screens, in-store sampling, digital search and homepage as well as Coles radio.*“° Cartology 
offers similar services to suppliers to advertise through its retail media services. °4” 


Both Coles and Woolworths have made recent investments to expand significantly into data 
processing and analytics capabilities. In 2020, Coles partnered with IRI, ‘a leading global 
market analytics provider’.?*° Moreover, in 2021 Woolworths took a majority interest in 


943 Australian Dairy Products Federation, Submission to the Inquiry, p 9. 


944 See, Woolworths, Cartology, accessed 22 August 2024, Coles 360, 360 media connections, accessed 22 August 2024. 

945 Confidential Party #4, Submission to the Inquiry, 31 May 2024, p 2; ACCC, Supermarkets Inquiry supplier roundtable 
summary, p 10. 

946 Coles 360, 360 media connections, accessed 22 August 2024. 


947 Woolworths, Woolworths Media Kit FY25, accessed 22 August 2024. 
948 Coles Group, Coles Synergy helps suppliers plan for growth, Media release, 21 May 2020. 
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Quantium, which it described at the time as ‘a world-class data science and advanced 
analytics business’. °° 


Woolworths states these investments enable ‘its supplier partners to make customer-first 
decisions across pricing, ranging and promotions’.®°° Coles states these investments ‘help 
them plan for their business and identify growth opportunities’.?*' 


However, as discussed in section 9.2, suppliers have raised concerns that these investments 
have increased information asymmetries and costs due to expectations of acquiring 
ancillary services provided by the supermarkets. One confidential submission noted that 
supermarkets’ multiple roles of providing data analysis, determining prices and other 
services such as freight and media while also being the main buyer of products raises 
competitive risks and conflict of interest concerns. We discuss the increasing role of data in 
supply chains in the next section. 


Increasing role of data, data analytics and technology 


Grocery supply chains are increasingly relying on technology, data collection and analytics. 
Through vertical integration and expansion into related markets in grocery supply chains, 
supermarkets now have access to substantial production, sales and consumer data. We are 
considering the implications of this for relationships between suppliers and supermarkets. 


Supermarkets and suppliers can use data for many critical purposes. One confidential 
submission suggests this includes: 


= measurement of comparative performance 

= adjusting internal forecasting 

= auditing invoices 

= identifying short term tactical and future strategic growth opportunities 
= fine-tuning proposed promotional programs 

= aligning existing products 

= designing and pitching new product lines 

= informing negotiations 

=" optimising layout development 


= gathering consumer insights.?°2 


In product range reviews, the data becomes an important negotiation tool in volume 
forecasts, price and margin discussions and trade spend considerations. 


Supplier stakeholder groups submit supermarkets have significant market insights and 
access to data. This places them in a favourable negotiation position while suppliers, who 
only have data on their own farm or sales, are at a commercial disadvantage. ?° 


949 Woolworths Group, Woolworths Group deepens partnership with Quantium, ASX Market Announcements, 20 April 2021. 
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Supermarkets collect significant consumer data through loyalty programs (discussed in 
section 6.3). Metcash submits Coles and Woolworths’ loyalty data provides them ‘with a 
data set which reinforces their market position’. It also submits that ‘these data sets are 
used by Coles and Woolworths to inform supplier negotiations and to increase the scope of 
individually targeted promotional activity’.°°* 


However, data analytics and technology can also improve efficiencies along the supply 
chain. Metcash submits it relies upon sales data from supermarkets it supplies to ‘identify 
trends or emerging sales patterns in certain components of the network which might benefit 
a retailer’.°°° 


Coles submits it has invested ‘significantly in supply chain transformation that relies on 
automation, data analytics and artificial intelligence to increase supply chain efficiencies 
and lower costs’.?°° 


Private label products 


We are considering how private label products impact relationships between supermarkets 
and suppliers. 


Private label products are supermarket-owned brands of products that are commonly 
manufactured by a third party in accordance with the design, specifications and cost 
structure determined by a supermarket. They can either be labelled under the supermarket's 
brand (home brand) or labelled using exclusive branding which may not be immediately 
apparent is owned and produced by the supermarket (exclusive brands). 


Coles and Woolworths both have specialty teams dedicated to developing private label 
products. These teams support category teams and managers to develop products in 
response to possible gaps relative to customer demand or where an opportunity for product 
innovation has been identified following an annual category planning process or a product 
range review.°°” 


Coles and Woolworths have likely expanded their private label offering over time. In recent 
years Coles has launched a range of brands, including: 


= Coles Simply range which offers household staple products. °°° 
= Coles Finest range which offers premium quality products.%°? 


=" Brands that present as Coles brands such as Coles Nature’s Kitchen,?© Coles I’m Free 
From,?°' and Coles PerForm,°® that provide plant-based products, highlight common 
allergens in packaging and specifically target fitness-conscious consumers respectively. 


954 ~Metcash, Submission to the Inquiry, 31 May 2024, p 10. 

955 Metcash, Submission to the Inquiry, 31 May 2024, p 14. 

956 Coles, Submission to the Inquiry, 20 May 2024, p 27. 

957 Information provided to the ACCC. 

958 Coles, Shop Savvy, Shop Simply, accessed 22 August 2024. 


959 Coles, Coles Finest, accessed 22 August 2024. 

%0 Coles, Try Plant Based & Be Amazed!, accessed 22 August 2024. 
%1 Coles, l'm Free From, accessed 22 August 2024. 

962 Coles, Coles Per FORM, accessed 22 August 2024. 
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=" Brands in which Coles affiliation is not as readily apparent, such as Wild Tides,’ 
Elevate, and Koi.2° 


Woolworths likewise has a range of its own brands, such as: 
=" its Essentials range for everyday items in the kitchen and home that are pantry staples? 


= a wide Woolworths food range across meat, bakery, dairy, freezer and pantry 
categories*®’ 


=" premium brands such as Apollo, 68 La Molisana,?©? and Voeu,?”° that are not readily 
apparent as a Woolworths brand. 


Australian Dairy Products Federation submits that supermarkets are leveraging private label 
to control entire product categories, and in the case of fresh milk, using them strategically 
and often as loss leaders to attract consumers while simultaneously pressuring branded 
products.?”' One confidential submission states that retailers can control product ranging by 
introducing competing brands, including private label, if they have concerns regarding 
insufficient supplier competition or high supplier pricing.°”2 


Suppliers of fresh produce raise concerns of increasing requirements to use a supermarket’s 
own branding for the supplier's packaged fresh produce products.°’? This form of private 
label branding may inhibit a fresh produce supplier's ability to differentiate an already 
homogenous product, which may have further implications for their ability to bargain with 
the supermarkets and compete with other suppliers. 


Fresh produce suppliers have also raised concerns that they are often restricted from 
placing any of their own branding any fresh produce they sell to some supermarkets.°?”* This 
includes stickers on loose fresh produce and the boxes or crates for their produce. We 
discuss this further in section 9.2.3. 


Woolworths states that certain product categories tend to attract a higher penetration of 
private label products due to the categories not lending themselves to being branded, or 
categories in which Woolworths has invested in processing capability. This includes fresh 
meat, seafood, fruit and vegetable and in-store bakery products.?”° 


Metcash submits private label products account for approximately 7.2% of Metcash sales, 
compared to at least 24% at Woolworths and 28% at Coles.?”° Metcash further submits it 
seeks to develop private label where its independent retailers have demanded a product to 
meet a certain price point or customer demographic.” 


%3 Coles, Wild Tides, accessed 22 August 2024. 
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965 Coles, Escape naturally with Koi, accessed 22 August 2024. 
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The Australian Retailers Association submits private label product prices can be an average 
10-40% below the branded product equivalent as retailers respond to cost of living 
pressures to support consumers with value and affordability.°’® One confidential submission 
noted that over the past decade, the major retailers have reduced the number of branded 
products or product variants in particular categories to accommodate new private label 
products. It further submits this trend appears to have accelerated with the onset of 
inflationary conditions, and their associated cost of living pressures, in more recent times.?”? 


The Australian Dairy Products Federation submits supermarkets can increase promotion of 
private label products to drive competition with branded products, exert pressure through 
shelf space arrangements or refuse to replenish fast-selling branded products until their 
private label stock is sold first.°® It also raises concerns that suppliers face the constant 
threat of having their branded products delisted if they refuse to comply with producing 
private label alternatives for the supermarkets. °°" 


Supermarkets submit there is no preferential treatment for their private label products. In 
information provided to this Inquiry. Woolworths states its category managers are largely 
brand agnostic in their decision making and they do not have any performance indicators in 
relation to stocking or displaying a proportion of private label products.°°? Moreover, Coles 
states the performance of its private label range is continuously reviewed, like any 
proprietary products, and will be removed from the range if there is not significant customer 
uptake or the product does not perform well.?°° 


9.1.5. Role of industry codes 


Industry codes are a set of rules or standards of conduct for an industry, including the 
relationship between industry participants. °° 


There are several industry codes that are relevant to grocery supply chains, particularly 
perishable agricultural grocery products. This includes the Food and Grocery Code of 
Conduct, (the Food and Grocery Code), the Horticulture Code of Conduct (the Horticulture 
Code) and the Dairy Code of Conduct (the Dairy Code). 


Broadly, these codes have been prescribed in recognition of the presence of significant 
market failures and imbalances in bargaining power between producers of these products 
and buyers. These codes seek to address the harmful effects of bargaining power 
imbalances and improve transparency in specific markets. 


Food and Grocery Code 


The Food and Grocery Code is currently a voluntary code prescribed under the Competition 
and Consumer Act 2010 (Cth) (the Act). It regulates certain aspects of the commercial 
relationships between grocery retailers or grocery wholesalers and their suppliers. The 
current retail and wholesale signatories are ALDI, Coles, Metcash and Woolworths. The 
ACCC is responsible for enforcing compliance with the Food and Grocery Code. 


978 Australian Retailers Association, Submission to the Inquiry, published 20 May 2024, p 9. 
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981 Australian Dairy Products Federation, Submission to the Inquiry, published 20 May 2024, p 11. 
982 Information provided to the ACCC. 

983 Information provided to the ACCC. 

984 The Treasury, Industry Codes of Conduct Policy Framework, November 2017, p 1. 
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The purpose of the code is to help regulate standards of business conduct, ensure 
transparency and certainty in commercial transactions, provide an effective, fair and 
equitable dispute resolution process for complaints, and promote good faith in commercial 
dealings between signatories and suppliers. 


This code requires signatories to act in good faith towards suppliers, have a dispute 
resolution process, and to ensure Grocery Supply Agreements (GSA) for the supply of 
groceries are in writing and otherwise compliant with the code. This code does not regulate 
pricing or competition in the grocery sector. 


We note the definition of a GSA explicitly excludes the relationship between a retailer and 
wholesale supplier. This means retailers are not required to enter into a GSA when dealing 
with a wholesaler. 


For example, in the horticulture industry, some growers may purchase produce from other 
growers to meet volume requirements. These growers would therefore be considered 
wholesalers under the Food and Grocery Code. There is no requirement for a written GSA to 
exist for this relationship. 


As discussed in section 3.4.1, Dr Craig Emerson lead a review of the Food and Grocery Code 
in January 2024. In June 2024 Dr Emerson and the review secretariat released the final 
report which included 11 recommendations for improving the code, including making the 
code mandatory.?®° In June 2024, the Australian Government released its response and 
accepted all 11 recommendations.?°° 


The ACCC welcomes the recommendation to make the Food and Grocery Code mandatory. 
The ACCC has long advocated for a mandatory code and the purpose of the code could not 
be achieved under a voluntary regime.°°” The ACCC believes that making this code 
mandatory is an important first step in strengthening the protections under the Food and 
Grocery Code. 


The ACCC similarly welcomes the recommendation to introduce financial penalties for non- 
compliance with this code. The review recommends introducing significant penalties for 
more harmful breaches of this code, including obligations: 


= to deal with suppliers lawfully and in good faith 
= for GSAs to be in writing and retained 

= to allow suppliers the freedom to associate 

= totrain staff with respect to the code 

= to keep certain records 


= newly recommended protections against retribution for suppliers. 


The ACCC also welcomes recommendations to increase protections for suppliers and 
increase avenues for independent mediation and arbitration. 


985 The Treasury, Independent Review of the Food and Grocery Code of Conduct Final Report, June 2024. 
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Horticulture Code 


The Horticulture Code is a mandatory industry code prescribed under the Act.?° This means 
businesses must follow this code if they meet the prescribed criteria. 


This code regulates wholesale trade in horticulture produce by setting out certain rights and 
responsibilities in the relationships between growers and traders. The purpose of this code 
is to ensure transparency and clarity of transactions, and to provide a fair and equitable 
dispute resolution procedure. 


The Horticulture Code contains a range of obligations, including requirements that 
merchants specify how prices will be determined. This code also requires all trade in 
horticultural produce to have a compliant horticulture produce agreement. A breach of the 
civil penalty provisions in this code can attract a penalty of up to 300 penalty units (currently 
$93,900) per breach. 


Dairy Code 


The Dairy Code is a mandatory industry code prescribed under the Act.?® This code aims to 
promote fair trading in the dairy industry by imposing minimum standards of conduct on 
farmers and processors. These minimum standards of conduct: 


= account for the imbalance in bargaining power between dairy farmers and processors 


= address longstanding industry practices which were seen to be unfair or had the effect of 
deterring farmers from responding to market signals. 


This code also aims to improve certainty and transparency between farmers and 
processors, by: 


= requiring the parties to have a milk supply agreement in place 


= requiring processors to publish all their standard form milk supply agreements on their 
website by 2pm on 1 June each year. 


The ACCC is responsible for enforcing this code and has the power to investigate and 

take enforcement action. Breaches of the civil penalties of this code can attract a penalty of 
up to 300 penalty units (currently $93,900) for a processor that is not a small business entity, 
and 100 penalty units (currently $31,300) for a processor that is a small business entity of a 
farmer. 


Submissions received about the Food and Grocery, Horticulture and 
Dairy codes 


Feedback from stakeholders indicates varied perspectives on how effective each code is. 


Some stakeholders provided positive feedback about the Dairy Code through our supplier 
roundtables.?°° Stakeholders commented that there has been greater transparency in the 
industry since the Dairy Code was introduced in 2020, requiring dairy processors to publish 
all their standard form milk supply agreements on their websites by 1 June each year.??! 
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In its submission, eastAUSmilk submitted that while the Dairy Code did not solve all 
problems in the dairy industry, the code brought a significant improvement to the balance of 
power, and to the lives of dairy farmers.°% 


The overarching feedback we have received from stakeholders on the Horticulture Code and 
the Food and Grocery Code was that the dispute resolution frameworks do not work.°”? The 
main reasons cited for this are that suppliers fear retribution from the retailers should they 
engage in dispute resolution, and they lack the time and resources to pursue dispute 
resolution.’ 


The NFF Horticulture Council, Queensland Fruit & Vegetable Growers and Fruit Growers 
Victoria each submit suppliers are reluctant to report any breaches of the Food and Grocery 
Code or poor behaviour due to fear of retribution.°%° 


The Independent Reviewer of the Food and Grocery Code publishes an annual report on the 
effectiveness of the code, including a survey of supplier opinions. In the 2022-23 reporting 
period: 


= there were no formal supplier complaints made to each of the respective Code Arbiters 


= the Independent Reviewer did not receive any supplier requests to review the complaints 
handling processes conducted by the Code Arbiters 


= 17% of respondents considered fear of retribution to be an impediment to bringing a 
complaint to their retailer/wholesaler’s buying team 


= 41% of respondents who supply Coles and Woolworths identified a fear of damaging a 
commercial relationship as a key impediment to bringing a complaint to the retailer's 
buying team.°?° 


The ACCC considers this feedback from submissions and the supplier roundtables indicates 
there is a reluctance from many suppliers to raise concerns with the major supermarkets, 
rather than an absence of concerns driving the low uptake up dispute resolution processes 
available in the relevant codes. Feedback at supplier roundtables also indicated that many 
supplier concerns are in relation to behaviour that would not necessarily be likely to 
constitute a breach of relevant codes and therefore could not be addressed by existing 
codes even if the supplier was prepared to raise the concern. 


These issues are considered further in the ACCC’s consideration of concerns expressed by 
suppliers about supermarket buyer power in section 9.2.4. 


9.2. Supplier concerns about supermarkets buyer 
power 


Some stakeholders have raised concerns that supermarkets account for a very large share 
of grocery wholesale market purchases and this market structure may lead to negative 
consequences for the efficient operation of grocery supply chains. In this respect, suppliers 
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have repeatedly raised strong concerns through this Inquiry about some practices of 
supermarkets. This includes submissions that supermarkets are: 


= able to exercise buyer market power to decrease prices below efficient levels and 
impose trading terms that place undue risk on suppliers 


= contributing to or taking advantage of information asymmetries in a manner that means 
suppliers lack the market transparency and clarity they need to make efficient business 
and investment decisions to support their ongoing viability. 


A framework for considering buyer power in grocery supply chains is discussed in 
section 4.4.2. The concerns raised by suppliers to date about supermarket buyer power are 
discussed below. 


We have not reached any conclusions about any of the alleged practices raised by suppliers. 
This includes whether the supermarkets engage in such practices or, to the extent they may, 
the impact on the efficient operation of grocery supply chains. 


Our Final Report will examine whether and how supermarkets and/or other buyers through 
grocery supply chains may be exercising market power, and the extent to which such 
practices may be impeding the efficient operation of grocery supply chains. The further 
steps we are taking in examine these issues are discussed in section 9.3. 


9.2.1. Supplier ability to effectively negotiate on price 


Some suppliers raised concerns about difficulties in negotiating price increases to reflect 
increases in costs of production, including increases in costs of production to meet 
requirements that supermarkets impose on them (as discussed in section 9.2.3). 


Broadly, trading arrangements between grocery retailers and suppliers take one of 2 forms: 


= formalised contracts that stipulate trading terms of supply, including volume 
requirements and price 


= less formal trading arrangements such as forecast commitment agreements, where 
price and volume are determined through processes such as regular tenders. 


Within these 2 types of trading arrangements there is a broad spectrum of arrangements 
that provide varying degrees of certainty to suppliers about the volume that will be ordered 
and the prices they will receive. 


Our understanding is that the price component of these trading arrangements are negotiated 
or set via price reviews for formalised contracts, and through tendering arrangements for 
less formal trading arrangements. We have heard concerns from suppliers about negotiating 
prices in each context and discuss both below. 


Pricing reviews for formalised contracts 


In relation to contractual arrangements, suppliers have raised concerns about scheduled 
price reviews and unscheduled price reviews requested by the supplier. 


Concerns identified by suppliers in relation to price review processes include: 


1. Aconfidential submission submitted that when suppliers request a cost price increase, 
the supermarket may expect the proposed price increase to be mitigated by the supplier 
either through an increase in trade spend (for example promotional activities), which 
softens any readjustment in supplier margin, or the retailer may only accept a portion of 


233 


the proposed cost price increase.?” This was previously raised in the 2018 Independent 
Review of the Food and Grocery Code of Conduct.?”° 


2. Aconfidential submission submitted that during range reviews, the supermarket may ask 
for additional trading spend commitments and pressure suppliers to acquiesce by 
opening discussions on issues such as volumes, shelf placement or delisting. One 
confidential submission submits the standard cost price increase time frame is between 
12 to 13 weeks. They submit this results in the supplier bearing the cost increase for a 
lengthy period of time before they can re-coup the increase.?”? 


Price setting through tendering processes for less formal trading 
arrangements 


Suppliers whose prices are set through a regular tendering process, as described in 
section 9.1.2, also raised concerns that in many cases they feel they have little choice but to 
accept the price some supermarkets put to them through the negotiation process. 10° 


Suppliers expressed more general concerns, whether real or perceived, that not accepting 
the price offered by the supermarket may have consequences for their ongoing commercial 
relationship.'°" 


There is likely a genuine concern amongst many growers that not accepting some 
supermarkets’ offers may lead to the supplier being placed on what they colloquially refer to 
as ‘a holiday’. That is, the price and volume they offer the following week may not be 
accepted by the supermarkets because of the supplier's refusal to accept a lower price in a 
previous week. 102 


These concerns were most commonly raised in the context where suppliers’ produce is 
perishable and/or they have limited alternative avenues for sale.'°°? Some suppliers said that 
following a “holiday”, a supplier may be left with limited choice but to offer a low price (in the 
subsequent buying period) for the produce they were unable to sell during the “holiday”, and 
they suspect that supermarkets may then use this lower price as a benchmark for the 
market price when negotiating with other suppliers. 1° 


Suppliers whose pricing is determined through these processes have also raised concerns 
about the uncertainty this creates. In particular, they consider have little certainty about the 
price available and/or volume the supermarket will order from them from week to week 
which impacts their planning and investment decisions. '°° 


We observe this uncertainty arises in circumstances where growers typically have to make 
production decisions with significant lead times, months and in some cases years in 
advance. 
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While Coles and Woolworths provide growers with seasonal forecasts, as discussed in 
section 9.2.2, suppliers have raised concerns about the reliability of these forecasts. Further, 
they submit these forecasts give no certainty in relation to prices growers will receive, or the 
volume the supermarket will ultimately acquire from the individual growers. These suppliers 
submit such uncertainty about revenue streams may reduce the efficiency of these grocery 
supply chains if it impacts their ability to plan for and undertake efficient investment in 
production capabilities. 1006 


9.2.2. Information asymmetries 


i i i in submissi uppliers, 
Information asymmetry is a common concern raised in submissions from s liers 
particularly fresh produce suppliers.'°” 


Suppliers have raised concerns that information asymmetries between themselves and 
some supermarkets adversely impact their ability to plan, invest and make informed 
business decisions.'!°° 


These concerns primarily relate to 3 types of information: 


= seasonal volume forecasts and information about the price and volume other suppliers 
are offering, which is provided to suppliers in the fresh produce categories and 
determined weekly through tendering systems as a reference point to the price the 
supermarket is prepared to pay 


= information supermarkets hold about suppliers’ businesses operations 


= supermarket quality assessment and rejection processes for fresh produce. 


Volume and price information provided to fresh produce suppliers 


In this section we outline a range of concerns we have heard about volume and price 
information provided to fresh produce suppliers. 


The National Farmers Federation submits that supermarkets take advantage of information 
asymmetries to negotiate lower prices from farmers than what would be offered in a more 
competitive market. They provide the example of horticultural products where there are 
many sellers and few buyers. They submit that this gives wholesalers and retailers broad 
access to pricing data across several suppliers whereas farmers only have visibility of their 
own data and that this provides the supermarkets with a commercial advantage. '°° 


Long term forecasts 


Coles and Woolworths both provide growers with non-binding volume forecasts at the start 
of growing seasons. Prices are not included in these forecasts. As described in 

section 9.1.2, in many fresh produce categories prices are negotiated on a weekly basis, 
through a tendering system. 


We understand suppliers provide price and volume bids, then supermarkets negotiate with 
the supplier (having regard to the bids placed with the supermarket by other suppliers or in 
reference to the central market price for that produce). 


1006 ACCC, Supermarkets Inquiry supplier roundtable summary, p 6. 
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During the supplier roundtables, suppliers raised concerns about a lack of transparency 
about how these forecasts are determined. Suppliers have raised concerns about the 
reliability of these volume indications if they do not understand how they are arrived at.'°"° 


To the extent that relying on these forecasts to inform growing decisions results in an 
oversupply in any fresh produce category, we are considering whether this may advantage 
the supermarket by placing downward pressure on the price for which supermarkets could 
source this produce. 


Weekly tendering processes 


Suppliers have also raised concerns about a lack of transparency in relation to the weekly 
tendering processes. Specifically, while the supermarkets have full insight into the volumes 
and prices that all their suppliers bid each week, individual suppliers do not have access to 
any information, other than their own.10"1 


It is important to acknowledge that suppliers are prohibited under cartel laws from agreeing 
on pricing or outputs/volumes with their competitors and should avoid discussing this kind 
of commercially sensitive information with one another. 


Suppliers describe situations where after they enter their price and volume bids, they are 
often advised by the supermarkets that another supplier (or “the market”) offered a lower 
price for the same produce which the supplier must match if it wants a purchase order that 
week, 1012 


Suppliers have raised concerns that these negotiations occur in an environment where the 
supplier does not have any information about: 


= whether the information presented to them about needing to lower their price to match 
other suppliers’ offers is genuine 


= the nature of the volume and price bids from other suppliers they are being asked to 
match 


= the quality and volume of the produce at central markets that is being used as a 
benchmark for negotiations.'°1° 


Suppliers have also raised concerns that, for example, they have no information about 
whether the lower price offered by another supplier is reflective of prevailing market 
conditions for that week or circumstances specific to the supplier. For example, whether 
substantial volumes or only a small amount has been offered for supply at that price.1014 


Suppliers submit the information asymmetry in negotiations with the supermarkets is 
exacerbated by the perishability of fresh produce. This limits suppliers’ ability to retain their 
produce for future sale if the supermarkets do not purchase it.'°'% 


Similarly, suppliers of perishable produce submit there are limited alternative options for 
selling their produce. They submit central markets historically were a viable alternative for 
suppliers to sell to. However, central markets have become less so as volumes sold through 


1010 ACCC, Supermarkets Inquiry supplier roundtable summary, p 5. 
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this avenue are declining. They submit this is because supermarkets are sourcing more 
fresh produce directly. In addition, some produce prepared for the supermarkets are subject 
to different specifications and packaging requirements to central markets, which means it 
cannot easily be sold in the central markets if a supermarket rejects it.1016 


Freshmark submits central markets often accept resale produce rejected by supermarkets. 
In Freshmark’s view, this serves as a critical mechanism for growers and suppliers to recoup 
some of their costs, but it can also have a detrimental impact on pricing when a large 
volume of a single product line is suddenly pushed into the market system. '°'” 


Suppliers submit uncertainty about price and volume also inhibits them from making 
informed long term investment decisions.'°'® 


Submissions from Coles and Woolworths on these issues 


In responding to the Independent Review of the Food and Grocery Code of Conduct Final 
Report’s recommendations on fresh produce, Woolworths stated that while there is broad 
support for greater price transparency in the sector, there isn’t yet consensus on how to 
deliver it. Woolworths stated that it is willing to support an industry and government led price 
transparency initiative to assist on-farm decisions.'°"° 


Coles submits that it would be happy to consider options by which its volume requirements 
might be made more transparent, noting however the concern of avoiding allegations of 
signalling to other retail competitors. Coles also acknowledges concerns about lack of price 
transparency and submits that greater transparency could be achieved through market data 
about wholesale market prices becoming easier for growers to access. '°° 


We will consider information asymmetries further 


We are exploring whether concerns raised by suppliers can be characterised as concerns 
that supermarkets use information asymmetries, in relation to seasonal demand and week- 
to-week supply and demand, to create a trading environment that: 


= leads to favourable pricing outcomes for the supermarkets, including lower prices for 
suppliers 


= transfers risk in relation to fluctuations in consumer demand onto growers who, without 
access to the information supermarkets hold to inform supply decisions, are not 
sufficiently informed or able to manage this risk. 


Any use of information asymmetries to the advantage of the supermarket in this manner is 
likely to reduce the efficiency of these grocery supply chains if it: 


= allows buyers to require pricing below efficient levels, including if it results in pricing 
below cost of production 


= creates additional uncertainty for suppliers about revenue streams, thereby impacting 
their ability to plan for and undertake efficient investment in production capabilities, 
including having to make decisions about how much to grow/produce in an environment 
where the processes employed by supermarkets may create additional uncertainty. 
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Further, such behaviour also has the risk of distorting overall fresh produce markets due to 
excess stock driving down prices, as well as increasing the amount of fresh produce that is 
wasted. 


Supermarket access to information about suppliers’ business operations 


Some suppliers who directly supply supermarkets have raised concerns that some 
supermarkets require them to provide extensive information about their business’ 
operations, including commercially sensitive information as part of negotiations about price 
increases — for example, to substantiate a claim about an increase in the cost of production 
or a dilution of the suppliers’ operating margin. 1°21 


A confidential submission submitted that any supplier seeking to adjust the wholesale price 
of their goods to reflect changes in input costs must navigate a price increase process that 
is controlled by the supermarket. This submission explained that the supermarket can 
ultimately accept or reject a supplier's proposed price, irrespective of increases to input 
costs including wages, energy, ingredients, packaging, or transport. 


This confidential submission further stated that in many cases, suppliers face extensive and 
intrusive questioning from supermarkets, who generally ask suppliers to justify why the price 
increase is necessary, and request potentially sensitive information, such as invoices, to 
assess which input costs have gone up and by how much. '°2 


Suppliers have raised concerns that this creates a negotiating environment where the 
supermarket has considerable knowledge about the supplier's business operations and the 
supplier's competitors’ business operations (because equivalent information is sought in 
negotiations with other suppliers). In contrast, the supplier does not have access to the 
same information about its competitors and the only information about the supermarket's 
operations the supplier has is that which the supermarket chooses to provide. '°° 


Suppliers submit this information asymmetry impacts their ability to make informed 
decisions in negotiating with supermarkets. For example, where the supermarket seeks to 
draw a comparison between the supplier and other suppliers in the same product category, 
such as that other suppliers’ costs for production are lower, the supplier has no way of 
verifying this information or testing whether the comparison being made is like for like. 104 


In relation to processors, the National Farmers Federation reports there has been a trend for 
processors to control data on the cost of production, and this practice allows them to set 
prices paid to farmers at a ‘cost-plus basis’, which disincentives efficiencies and investment 
in productivity which would lower the output price. 1°25 


We are exploring the extent to which this type of information asymmetries may facilitate the 
exercise of market power by the supermarkets. In these scenarios the supermarkets will 
have visibility over the commercial operations of a range of their suppliers in the product 
category. The supplier will only have information about their own business operations. 


If supermarkets used such an information asymmetry to obtain lower prices from suppliers 
than would be the case with symmetric information (or information transparency between 
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supermarkets and suppliers). This in turn could make it more difficult for the supplier to 
make optimal production and investment decisions. 


We are considering this issue as part of our ongoing assessment of the impact of 
supermarket trading terms on the efficient operation of grocery supply chains. 


Quality assessment and rejection process in fresh produce 


Fresh produce suppliers have raised concerns that supermarkets provide a range of reasons 
as to why they reject produce and this seems to occur more regularly when there is an 
oversupply. These suppliers suspect some rejections are to manage supply levels rather 
than reflecting genuine quality concerns. Suppliers raised concerns that there is no 
transparency about this process and no mechanism for them to challenge a rejection. '°7° 
Two suppliers submitted they would send fresh produce from the same batch to the same 
distribution centre and it is rejected one day and accepted another.'°?” 


Freshmark submitted supermarkets should have the right to reject produce which does not 
meet specifications, but in practice, many suppliers believe the rules are easily bent, 
particularly when the retailer finds they have over-ordered, or they have found a better 
price. 1028 


AUSVEG submitted specifications are often interpreted inconsistently across national 
supermarket distribution centres, leading to inconsistent rejections and large levels of waste 
of fresh produce.'°7? 


AUSVEG further submitted that vegetable growers are uncertain about whether their freight 
will be rejected upon arrival at a distribution centre because the supermarket quality 
controllers seem to “reject produce capriciously, rather than following a quality standards 
checklist that is consistent across all distribution centres”.'°°° 


Suppliers have also raised concerns that they continue to carry the risk of their produce 
being damaged, and subsequently rejected, after the produce has been ordered by a 
supermarket and left their farm. For example, some suppliers shared stories about their 
produce leaving their farm in what they consider to be good condition, being transported to 
the supermarket by the supermarket’s preferred freight provider and then being rejected by 
the supermarket, presumably, because the produce was damaged in transit that the 
suppliers have no control over.'°" 


Some suppliers raised further concerns that when their produce is rejected by a 
supermarket, the supplier is responsible for freight costs for the return of the produce. 1982 
Suppliers submit this process can worsen the quality of the produce (especially in regards to 
perishable produce) because of the time it takes to freight the produce to the distribution 
centre and back and because the freight can also damage the produce. 1933 
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We also heard that supermarkets’ packaging requirements also mean that the produce also 
needs to be double handled (unpacked and repacked) if the supplier wishes to seek to then 
sell it through other channels, for example at a central market. 1934 


Some suppliers suggested greater transparency could be introduced in this process by 
having an independent third party undertake quality assessments. '°%° 


Coles submits complaints are sometimes raised about Coles unfairly rejecting fresh produce 
for not meeting required specifications despite the product supplied being acceptable 
quality, or Coles changing specifications with short notice. Coles submits it has clearly 
defined and made readily available specifications for fresh produce and suppliers have 
access to the specifications prior to delivery of the products. 1°36 Coles states that the overall 
rejection rate by Coles of fresh produce is very low and notes in the 2022-23 financial year, 
it returned 1.49% of the fresh produce cartons it received to vendors. 137 


9.2.3. Concerns raised by suppliers about trading terms and 
arrangements 


Trading arrangements between suppliers and supermarkets are varied due in part to the 
diverse nature of the products supplied and the structure of the supply chains for the supply 
of products. 


While there has been a wide range of views expressed about grocery supply chain trading 
terms, a common theme has been concerns by primary producers, and other smaller 
suppliers, about their trading terms with supermarkets. '°°8 


Suppliers have raised concerns that major supermarkets have market power which they are 
using to impose trading terms that: 


= allow them to retain a disproportionate amount of the value created in supply chains 


= create additional uncertainty and transfer substantial risk onto suppliers to the detriment 
of the efficient operation of grocery supply chains.1°°? 


Trading terms about which suppliers have raised concerns include additional trade spends, 
such as in relation to rebates and promotions and ancillary grocery supply chain services 
such as packaging, freight and advertising and marketing. 


Suppliers have submitted that the range, and cost imposed on them from these additional 
trading terms has increased over time, which has served to increase the supermarkets’ 
profitability and erode the margins that suppliers earn on their sales.'°*° One fresh produce 
industry representative described these trading terms as the ‘costs of serving’ a 
supermarket. 14" 


In many cases these types of arrangements reflect that central coordination, which the 
supermarket is often best placed to have oversight of and manage, is likely to be an efficient 


1034 ACCC, Supermarkets Inquiry supplier roundtable summary, p 8. 
1035 ACCC, Supermarkets Inquiry supplier roundtable summary, p 8. 
1036 Coles, Submission to the Inquiry, 20 May 2024, p 32. 
1037 Coles, Submission to the Inquiry, 20 May 2024, p 15. 


1038 ACCC, Supermarkets Inquiry supplier roundtable summary, p 6; NFF Horticulture Council, Submission to the Inquiry, p 20. 
May 2024, p 11, Fruit Growers Victoria, Submission to the Inquiry, 20 May 2024, p 2. 


1039 ACCC, Supermarkets Inquiry supplier roundtable summary, p 4. 


1040 ACCC, Supermarkets Inquiry supplier roundtable summary, p 9. 
1041 ACCC, Supermarkets Inquiry supplier roundtable summary, p 4. 
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way of delivering or managing these activities. However, many suppliers have expressed 
these trading terms are a means of supermarkets extracting additional revenue from 
them.1042 


Suppliers submit these practices mean the headline price the supplier receives does not 
reflect the true return they receive for the sale of their products to some supermarkets. 1043 


Requiring additional trade spends 


In considering the return that suppliers receive on products sold to supermarkets a number 
of trading arrangements in addition to the headline price paid by the supermarket must be 
considered. These include rebates, funding of promotions, and the acquisition of ancillary 
services from the supermarket or their preferred suppliers. 


The ACCC expects these trading terms are intended to pay for the increased value that the 
supermarket, or other third-party suppliers the supermarket has engaged, add to the trading 
relationship with suppliers. For example, consolidation of marketing spends in a 
homogenous fresh produce product category, collaborative supplier and retailer promotional 
activities or standardisation of supply chain logistics with the aim of enhancing the 
efficiency of the supply chain. 


While in many cases these spends are not compulsory, as discussed above in relation to 
price negotiations, many suppliers have submitted they consider they have little choice but 
to agree to the supermarkets proposals to preserve their commercial relationship with the 
supermarket. Two participants submit that the supermarkets reap the benefits of the 
promotions, but the suppliers carry the cost.'°* 


As is the case in relation to price negotiations, these concerns have been most pronounced 
where supermarkets are likely to have more buyer power because suppliers’ produce is 
homogenous, perishable and/or they have limited alternative avenues for sale. 


Rebates 


Some suppliers have described their rebate arrangements with supermarkets whereby a 
percentage of the price they receive for the sale of their products to the supermarkets is 
remitted back to the supermarket.'°*° Suppliers submitted these rebates are set when a 
supplier first enters a trading relationship with the supermarket. Some suppliers stated the 
rebates remain during the life of the trading relationship and supermarkets are not prepared 
to renegotiate the level of the rebate. 16 Many suppliers have submitted they consider that 
they have little, or no, capacity to negotiate the level of these rebates due to the market 
power of the supermarkets. 1047 


The rebates described take various forms, and are for varying amounts, as would be 
expected given the diverse range of grocery supply chains. However, many suppliers 
expressed the view that these rebates are opaque and they do not understand what benefit 
they receive from paying them.'°® 


1042 ACCC, Supermarkets Inquiry supplier roundtable summary, p 4. 


1043 ACCC, Supermarkets Inquiry supplier roundtable summary, p 4. 
1044 ACCC, Supermarkets Inquiry supplier roundtable summary, p 10. 


1045 ACCC, Supermarkets Inquiry supplier roundtable summary, p 9. 
1046 ACCC, Supermarkets Inquiry supplier roundtable summary, p 9. 


1047 ACCC, Supermarkets Inquiry supplier roundtable summary, p 9. 
1048 ACCC, Supermarkets Inquiry supplier roundtable summary, p 9. 
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The most common form of rebates described are for promotional activity or to achieve 
quicker payment times from the supermarket. However, suppliers also raised concerns that 
in some cases, where they do understand the rationale for the rebate (for example, to fund 
promotional activity) there is no transparency about how funds collected through the rebate 
are used, including whether the funds are used in a manner that is mutually beneficial to the 
supermarket and suppliers paying the rebate. 1°4° 


Promotions 


Our understanding is that supermarkets often seek to share the cost of promotional 
activities with suppliers. Similarly, particularly in respect of branded products, suppliers may 
also sometimes initiate conversations about a promotion. 


Suppliers have raised several concerns about the way promotional activities are funded. 
Suppliers, particularly in the fresh produce sector, have submitted that they effectively 
subsidise promotional discounts offered by the supermarkets by accepting low prices for 
their produce. 1°50 


Suppliers cite common occurrences of unscheduled promotions, which suppliers are 
required to finance by reducing the cost of their product. For example, one major 
supermarket chain might choose to respond to another's promotional offer by running an 
unscheduled promotion of their own.1°51 


Primary producers provided examples where they submit they are told at short notice that 
the product they supply will be on promotion and they are expected to lower their wholesale 
prices accordingly. While the decision to agree to the lower price ultimately rests with 
suppliers, many consider they have little option other than to agree because of their limited 
alternative sales channels and in many cases, the perishable nature of their produce. 
Suppliers also report feeling obliged to accept these wholesale price reductions to not 
jeopardise their ongoing commercial relationship with the supermarket. 1°52 


More generally, suppliers submit that the scheduled duration of promotions can be extended 
at short notice.’ Suppliers submit these practices place a disproportionate amount of risk 
onto suppliers. 1054 


Ancillary grocery supply chain services 


Suppliers have raised concerns about requirements to use services provided by the 
supermarkets, or third parties nominated by the supermarket in relation to areas including 
packaging of produce, freight, advertising and marketing and accreditation and auditing. 1°55 


In some cases, for example the packaging of fresh produce, suppliers submit they are 
required to use the services stipulated by the supermarkets. In other cases, for example, 
marketing exercises, suppliers are offered the option of using services supplied by the 
supermarkets. 


1049 ACCC, Supermarkets Inquiry supplier roundtable summary, p 9. 


1050 Fresh Markets Australia, p 6. Confidential Party #4, Submission to the Inquiry, 31 May 2024, p 2; ACCC, Supermarkets 
Inquiry supplier roundtable summary, p 9. 


1051 ACCC, Supermarkets Inquiry supplier roundtable summary, p 10. 


1052 ACCC, Supermarkets Inquiry supplier roundtable summary, p 9. 
1053 ACCC, Supermarkets Inquiry supplier roundtable summary, p 9. 


1054 Small Business Development Corporation, p 8; Australian Small Business and Family Enterprise Ombudsman, p 3. 
1055 NFF Horticulture Council, Submission to the Inquiry, 20 May 2024, p 14; ACCC, Supermarkets Inquiry supplier roundtable 
summary, pp 6, 10-11. 
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However, as with other aspects of their trading arrangements, some suppliers report feeling 
obliged to accept these requirements and using these services not because they offer a 
better option for the supplier but because they do not want to jeopardise their ongoing 
commercial relationship with the supermarket. 1056 


Packaging 


Fresh produce suppliers have raised concerns about the packaging requirements of some 
supermarkets.'°°” While uniformity of packaging is likely to create logistical efficiencies for 
supermarkets, suppliers have raised concerns that they ultimately bear the cost.!°° 


Suppliers have raised that this packaging often includes the supermarkets’ own branding. 
Therefore, if this produce is rejected by the supermarket, it is more difficult and costly for the 
supplier to seek to sell through other channels,'°°? which increases the supermarkets’ 
bargaining power. 


Furthermore, suppliers of fresh produce submit they are often restricted from placing any 
branding of their own on the fresh produce they sell to supermarkets. Some suppliers noted 
that fresh produce suppliers who supply a branded product have more ability to negotiate 
with the supermarkets.'°°° AUSVEG also submits that the majority of fresh produce is 
unbranded which de-values fresh produce and discourages purchases. '°6 


The NFF Horticulture Council submits the horticulture sector has minimal branding 
(compared to majority of supermarket products). They submit this significantly reduces the 
growers’ ability to develop brand equity with consumers and allows the supermarkets to 
easily substitute between growers as their product is essentially ‘homogenous’. '°° 


Suppliers submit this eliminates opportunities for them to innovate. They also submit this 
reduces any bargaining power in negotiations with the supermarkets, which they may have 
otherwise had by virtue of being able to supply a differentiated product that may be valued 
by consumers. 16 


In relation to product quality, one supplier submits that supermarket specifications regarding 
how fresh produce is presented (that is, appearance, including size and colour) means that a 
supplier seeking to reduce costs may take shortcuts that reduce the quality of the fresh 
produce, such as taste, while still meeting the physical specification requirements. 1064 


In relation to pallets used to transport packaged fresh produce, some suppliers have also 
raised concerns about having to use the supermarkets’ contracted supplier. '°° 


Suppliers raised concerns that at times a supplier is required to hold on to these pallets for 
an additional 6 or 7 days after they have been used. During this time, the supplier continues 
to pay hire fees for the pallets when they are no longer needed. '°°° 


1056 ACCC, Supermarkets Inquiry supplier roundtable summary, pp 11-12. 


1057 ACCC, Supermarkets Inquiry supplier roundtable summary, pp 4 and 6. 
1058 ACCC, Supermarkets Inquiry supplier roundtable summary, p 8. 


1059 ACCC, Supermarkets Inquiry supplier roundtable summary, p 8. 

1060 ACCC, Supermarkets Inquiry supplier roundtable summary, p 10. 

1061 AUSVEG, Submission to the Inquiry, 20 May 2024, p 7. 

1062 NFF Horticulture Council, Submission to the Inquiry, 20 May 2024, p 5. 
1063 ACCC, Supermarkets Inquiry supplier roundtable summary, p 10. 

1064 ACCC, Supermarkets Inquiry supplier roundtable summary, p 8. 


1065 ACCC, Supermarkets Inquiry supplier roundtable summary, p 11. 
1066 ACCC, Supermarkets Inquiry supplier roundtable summary, p 11. 
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Freight services 


Suppliers also raised concerns about using freight providers nominated by supermarkets. '°°” 
A confidential submission noted increasing vertical integration of the retail supply chains. 
This submission stated this mainly concerns suppliers when they feel pressure to use 
retailer-owned logistic provider or adhere to specific logistical requirements of the retailer, or 
face commercial retribution as a feared consequence. '°° 


Many participants in the supplier roundtables expressed that they cannot negotiate the 
terms, including the price and conditions of using the supermarkets’ preferred freight 
providers.'°°? Suppliers expressed concerns that they have very limited oversight over how 
the freight provider transports their produce, for example, the temperature that their produce 
is transported in and what other produce is transported simultaneously, which they say can 
have a direct effect on the quality of the transported produce. Suppliers stated that they 
continue to accept the terms of the freight providers nominated to maintain their 
commercial relationship with the supermarket.!°”° 


Fresh produce suppliers also raised these concerns in the context of the supplier remaining 
responsible for ensuring the quality of their produce until it is checked on delivery to the 
supermarket distribution centre. This includes during transport to the distribution centre. 
Suppliers expressed that as they are held responsible for quality control during transport, 
they should be free to choose the transport provider.'!°7" 


Advertising and marketing 


As discussed in section 9.1.4, both Coles and Woolworths operate inhouse retail media 
businesses (Coles 360 and Woolworths Cartology). These media businesses cover media 
channels such as their own branded magazines, digital screen, online advertising, and 
instore radio. 


Some suppliers reported feeling obliged to take up offers to use the supermarkets’ in-house 
media services.'°’* This promotional funding is in addition to the promotional rebates 
discussed above or the supplier receiving a lower wholesale price from the supermarket 
during a promotional period because the retail price has been reduced. 


Suppliers of homogenous products, such as some fresh produce categories expressed 
particular concern about a lack of transparency regarding the funding they contribute to 
these marketing campaigns. For example, they report being asked to make a contribution to 
total spend on the campaign but they have no awareness of whether their required 
contribution is proportional to that of other suppliers of the same (homogenous) product. 
These suppliers also report to not have any awareness of how the funds are spent, beyond 
seeing the final results.'°7° 


Data analytics 


Suppliers have raised concerns that to have the ability to negotiate effectively with 
supermarkets, they need to purchase retail scan data analysis from the supermarket. 


1067 ACCC, Supermarkets Inquiry supplier roundtable summary, p 10. 
1068 Confidential submission provided to the ACCC. 
1069 ACCC, Supermarkets Inquiry supplier roundtable summary, p 10. 


1070 ACCC, Supermarkets Inquiry supplier roundtable summary, p 11. 
1071 ACCC, Supermarkets Inquiry supplier roundtable summary, p 11. 


1072 ACCC, Supermarkets Inquiry supplier roundtable summary, p 10. 
1073 ACCC, Supermarkets Inquiry supplier roundtable summary, p 10. 
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Suppliers stated that the cost of purchasing this category scan data from the supermarkets 
is significant and therefore most suppliers cannot afford it.'°”4 


Woolworths submits they provide smaller suppliers with data on the commercial 
performance of their products to ‘allow more informed and constructive conversations with 
the Woolworths Commercial Team’.'°’° However, a confidential party submitted that Coles 
and Woolworths sell ‘register scan data’ to third party data companies who on-sell the data 
to suppliers to use in these negotiations, which can be very expensive. '°”° 


A confidential submission stated that the pricing of the data is determined by an unknown 
formula that considers the brand's value relative to its category in the preceding financial 
year. They further submit that the opacity surrounding the calculation for the price of the 
data, coupled with the pressures to obtain it for negotiations with retailers, and a 
considerable increase in data costs are of concern for suppliers.'°”” 


Accreditation and auditing requirement 


Supermarkets often require suppliers to adhere to strict quality requirements in areas such 
as environment practices and ethical sourcing, including audits. Some suppliers reported 
having to undertake numerous annual audits in relation to different aspects of their 
operations which are both time consuming and costly.'°78 


Suppliers have raised concerns that in many cases their choice of which auditing services 
they are able to use is limited, with some suppliers reporting that they have no choice in the 
matter.'°7° 


A related concern raised by suppliers is, while local suppliers are required to comply with 
these standards, they consider the supermarkets do not apply the same standards (with 
associated additional production costs) to imported products they stock. The NFF 
Horticulture Council stated a common practice from supermarkets includes: 


Imposing onerous requirements on direct suppliers in the name of customer 
expectations at significant cost, including compliance with various food safety, 
packaging and ethical employment standards and certifications, only to purchase 
product out of the wholesale market with none of these assurances when short on 
volume or when the price is advantageous. '°°° 


9.2.4. Many suppliers say they are reluctant to raise their 
concerns with the major supermarket chains 


A strong theme to emerge through submissions and in supplier roundtables with primary 
producers was concerns that raising an issue in relation to trading terms with the major 
supermarkets, either directly or by availing themselves of available dispute resolution 
processes, could jeopardise the suppliers’ ongoing commercial relationship with the 
supermarket. '°8 


1074 ACCC, Supermarkets Inquiry supplier roundtable summary, p 7. 

1075 Woolworths, Submission to the Inquiry, 20 May 2024, p 55. 

1076 Confidential Party #11, Submission to the Inquiry, 31 May 2024, p 10. 
1077 Confidential submission provided to the ACCC. 

1078 ACCC, Supermarkets Inquiry supplier roundtable summary, p 11. 

1079 ACCC, Supermarkets Inquiry supplier roundtable summary, p 11. 

1080 NFF Horticulture Council, Submission to the Inquiry, 20 May 2024, p 14. 
1081 ACCC, Supermarkets Inquiry supplier roundtable summary, p 12. 
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The Australian Small Business and Family Enterprise Ombudsman submitted that the results 
of the Independent Reviewer Annual Report shows that more than 41% of surveyed 
Woolworths and Coles suppliers reported ‘fear of damaging a commercial relationship’ as an 
impediment for raising an issue with the supermarket. The figure was 21% and 28% of 
surveyed ALDI and Metcash suppliers.'°°2 


More generally, the Final Report of the Independent Review of the Food and Grocery Code of 
Conduct released in June 2024 concluded that many suppliers, especially smaller suppliers, 
fear retribution from supermarkets if they exercise their rights under this code and raise 
complaints against supermarkets. 1083 


Queensland Fruit & Vegetable Growers and Fruit Growers Victoria each submit that suppliers 
are reluctant to report any breaches of the Food and Grocery Code or other, what they 
consider to be, poor behaviour due to fear of retribution. '°°4 


Concerns about jeopardising ongoing commercial relationships is also the reason cited by 
many suppliers for agreeing to trading terms about which they have concerns, such as those 
outlined in this chapter. For example, suppliers agreeing to: 


= use ancillary services such as freight, or marketing, either provided by the supermarket or 
by the supermarket’s preferred provider, even if this means accepting what the supplier 
considers to be a lower level of service, in relation to price and/or quality, than they could 
obtain from sourcing their requirements elsewhere 


= lower prices offered by supermarkets, including potentially prices below the cost of 
production, including choosing to do so rather than exploring other options such as 
central markets where this option may be available, or 


= a supermarket’s decision to reject fresh produce ordered from the supplier (that is, not 
challenging the decision), even when the supplier considers that the produce meets the 
supermarket’s quality specifications.'°°° 


The ACCC considers the reluctance from some suppliers to raise concerns with the major 
supermarket chains about these practices is consistent with there being a potentially 
significant imbalance in the bargaining power between them. 


As discussed in section 9.1.5, there are several industry codes that seek to address the 
harmful effects of bargaining power imbalances and improve transparency in some grocery 
supply chains. Following the Independent Review of the Food and Grocery Code of Conduct 
the Australian Government has accepted the recommendations from the review, which aims 
to strengthen this code. This includes recommendations to increase protections for 
suppliers and the introduction of independent mediation and arbitration services. The ACCC 
welcomes these recommendations and their adoption by the Australian Government. 


However, based on the information and submissions provided to the ACCC to date, it 
appears likely that so long as there continues to be such a significant bargaining power 
imbalance between major supermarket chains and some suppliers, these suppliers will 
remain reluctant to push back in negotiations or raise concerns with the major supermarket 
chains due to fear about jeopardising their ongoing commercial relationship. This in turn 
may mean that supplier concerns about their trading relationships with the major 


1082 Australian Small Business and Family Enterprise Ombudsman, Submission to the Inquiry 20 May 2024, p 4. 
1083 The Treasury, Independent Review of the Food and Grocery Code of Conduct Final Report, June 2024, p 44. 


1084 National Farmers Federation, Submission to the Inquiry, 20 May 2024, p 15, Queensland Fruit & Vegetable Growers, 
Submission to the Inquiry, 31 May 2024, p 10, Fruit Growers Victoria, Submission to the Inquiry, 20 May 2024, p 3. 


1085 ACCC, Supermarkets Inquiry supplier roundtable summary, pp 8 and 10. 
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supermarkets, and potential impacts of the behaviours they are concerned about on the 
efficient operation of grocery supply chains, are also likely to persist. 


9.3. Our examination of buyer power in grocery 
supply chains 


In light of the concerns raised to date, we are considering whether and how supermarkets 
and/or other buyers through grocery supply chains may be exercising market power, and the 
extent to which such practices may be impeding the efficient operation of grocery supply 
chains. 


This includes the prevalence, circumstances and impact of reported practices including: 


= requiring, either explicitly through trading terms or implicitly through conduct, suppliers 
to bear risks that are more efficiently borne by the supermarkets 


= requiring suppliers to fund promotions that suppliers would not otherwise fund 


= requiring suppliers to pay rebates with little transparency over how the funds are utilised 
to benefit the supplier and limited ability to renegotiate the rebate contributions 
throughout the trading relationship 


= pressuring suppliers to pay for third-party services (for example, media marketing, data 
analytics) that are either owned by, or affiliated with, supermarkets 


= using a lack of transparency for fresh produce suppliers about price and volume 
information in weekly tendering processes to reduce wholesale prices of fresh produce 


= enhancing their buyer power by creating an over-supply environment in fresh produce 
through inaccurate/over-estimating volume forecasts to also reduce wholesale prices 


= putting downward pressure on supplier wholesale prices while maintaining or increasing 
retail prices. 


Further, we are also considering the culture and incentives of supermarket category 
managers and buyers. For example, whether category managers’ remuneration 
arrangements are linked to margin expectations in a manner that may incentivise these 
types of practices. 


In examining these issues we are utilising our compulsory information gathering powers to 
obtain relevant information from supermarkets, including about their strategies for engaging 
and trading with suppliers. 


The ACCC is also considering the extent to which supermarkets can exercise countervailing 
bargaining power against suppliers who have market power to achieve lower wholesale 
prices of the grocery products these suppliers provide. 


Our Final Report will examine the trading terms and arrangements between the 
supermarkets and suppliers, and implications for the efficient operation of grocery supply 
chains. The work the ACCC is undertaking in considering these issues is in 3 parts: 


= examination of supply chain trading terms and arrangements (section 9.3) 


= case studies of the supply chains for a range of products and product categories as 
outlined in section 9.3.1 


= margin analysis, in aggregate across supermarket operations (section x) and in relation 
to products and product categories the subject of case studies. 


247 


The ACCC has not yet reached conclusions about these alleged practices. This includes 
whether the supermarkets or other major buyers do engage in such practices, or to the 
extent that they may, their impact on efficient operation of grocery supply chains. The key 
issues that we expect to be the main focus of our examination of these questions are 
outlined in the Executive Summary of this Interim Report. 


9.3.1. Supply chains to be further examined by the ACCC 


The Australian grocery sector is large, complex and covers a broad range of products. Due 
to the varying nature of supply chains and grocery products, examining each supply chain in 
detail as part of this Inquiry would not be practical. 


To understand whether and how the various issues identified in this chapter play out in 
practice, the ACCC will draw on a series of case studies for a range of products and product 
categories. These case studies will analyse aspects such as the structure and competition 
at each level of the supply chain, participants at each level of the supply chain, trading terms, 
buyer power, and factors impeding or supporting efficient supply or pricing. In addition, 
these case studies will include, to the extent possible, margin and pricing analysis across 
these supply chains to understand differences between the prices paid to suppliers and the 
prices charged by retailers, and how value is captured along the supply chain. 


We have selected supply chains with varying market dynamics to compare the issues and 
outcomes. Our case studies of these supply chains are intended to inform our examination 
of buyer power in grocery supply chains and factors impeding or supporting efficient supply 
or pricing. They are not intended to be a detailed examination of all aspects of the operation 
of these supply chains. The level of detail in our analysis of these supply chains is likely to 
vary based on the issues identified in each product category. 


This product categories are listed in figure 9.1. 


Figure 9.1: Product categories and products for case studies 


Product Category Products 

Meat products Beef, chicken and pork 

Fresh produce Bananas, apples, strawberries, cucumbers and potatoes 
Other animal products Eggs and drinking milk 

Packaged food items Cereal and biscuits 

Non-food items Pet food and dishwashing tablets 


9.3.2. How we determined the mix of product categories 


The products and product categories we selected include a mix of commonly purchased 
products, capturing varying degrees of perishability, different supply chain structures and 
pricing and promotional strategies. Below are some characteristics of each product 
category that we considered important when selecting products or product categories. 
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Meat products 


Respondents to the ACCC consumer survey identified meat products as the product 
category their concerns about supermarket behaviour most related to, and also the products 
they most often use to compare prices between supermarkets. 


The characteristics of each meat product supply chain are unique and complex. Below are 
some key distinctions between the meat products that contributed to the ACCCs selection. 


Beef 


Unlike other product categories, Coles and Woolworths'°®’ predominately procure 
livestock directly from its farmers through forward contracts. The Australian Meat Industry 
Council submits that the 2 major supermarkets then engage an intermediary to have animals 
custom processed for retail sale.'°°® This model limits any product differentiation at the 
retail level. Domestic sales largely occur through supermarkets, however there is a 
significant export market and a variety of sales channels. The Australian Meat Industry 
Council submits that approximately 75% of all Australian beef and lamb is exported.1°°° 


Chicken 


The Australian Chicken Growers’ Council submits that supermarkets receiving poultry meat 
are serviced by processors rather than direct sale.'°°° The supply chain is characterised by 
chicken growers mainly growing for 2 major processors, Inghams and Baiada. The 
Australian Chicken Growers’ Council further submits that growers typically do not have a 
choice of processor due to geographic constraints.'°?' While supermarkets are also the main 
purchaser of processed chicken meat, in contrast to beef, very little chicken meat is 
exported.'°°* The Australian Chicken Growers’ Council reports the lack of alternate sales 
channels has resulted in a particular dependence on the supermarkets as outlets for bulk 
chicken meat.'°%° 


Pork 


A greater proportion of pork products are manufactured, compared with chicken and beef. 
Woolworths submits it procures ‘pork directly from a small number of primary processors 
that are vertically integrated or sources from other piggeries’.'°°* As discussed in section 
9.1.2, the ACCC previously identified Rivalea, JBS, SunPork, George Weston Foods and Craig 
Mostyn & Co as 5 main vertically integrated pork processors.'°®° Australian Pork Limited has 
previously submitted to the ACCC that due to Australia’s biosecurity laws, there are 
restrictions on the importation and sale of fresh pork from overseas with all fresh pork 
consumed in Australia sourced domestically.'°°° While there are limitations on imports and 


1086 Coles Submission to the Inquiry, 20 May 2024, p 14. 
1087 Woolworths Submission to the Inquiry, 20 May 2024, pp 8-9. 
1088 Australian Meat Industry Council Submission to the Inquiry, 20 May 2024, p 7. 


1089 Australian Meat Industry Council Submission to the Inquiry, 20 May 2024, p 2. 
1090 Australian Chicken Growers’ Council Limited Submission to the Inquiry, 20 May 2024, p 4. 


1091 Australian Chicken Growers’ Council Limited Submission to the Inquiry, 20 May 2024, p 12. 
1092 NSW Department of Primary Industries, Performance, Data & Insights 2022: Poultry, accessed 22 August 2024. 


1093 Australian Chicken Growers’ Council Limited Submission to the Inquiry, 20 May 2024, p 2. 

1094 Woolworths Submission to the Inquiry, 20 May 2024, p 49. 

1095 ACCC, Statement of Issues - JBS’ proposed acquisition of Rivalea, 16 September 2021, pp 4-5. 

1096 Australian Pork Limited’s Submission to the ACCC Perishable Agricultural Goods Inquiry, September 2020, p 3. 
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exports of fresh pork, Australian Pork Limited indicates that the majority of manufactured 
goods including ham and bacon, are made using imported pork. 1097 


Fresh produce 


Fresh produce is homogenous in nature, which limits producers’ ability to generate brand 
awareness amongst consumers or differentiate their products. The NFF Horticulture Council 
submits minimal branding also enables supermarkets to easily substitute between 

growers. '0°8 


Suppliers of perishable, homogenous fresh produce have reported that they therefore tend 
to have a weaker bargaining position with the major supermarkets. '°°° 


Apples and bananas 


Apples are semi perishable, however, ‘year-round availability is made possible through the 
use of controlled atmosphere technology’.''°° In the year ending 30 June 2023, according to 
Hort Innovation, ‘91% of Australian households purchased bananas’."'°' Both apples and 
bananas are popular grocery items, although they differ in available ranges with apples 
having a greater number of varieties than bananas. While apples have remained a staple fruit 
among consumers, growers have more recently reported concerns about oversupply and the 
impact it has on the market."1° 


Strawberries and cucumbers 


Strawberries and cucumbers are both highly perishable in comparison to other product 
categories we have selected. Strawberries are largely sold prepackaged which provides 
suppliers greater opportunity to differentiate their products. 


Potatoes 


Potatoes are semi-perishable and while they do still have a limited shelf life, unlike other 
fresh produce, they do not require refrigeration after harvesting.''°? Potatoes are sold in a 
variety of forms including loose on the supermarket shelf and packaged. Hort Innovation 
published that for the year ending 30 June 2023, '87% of Australian households purchased 
potatoes’. While retail accounts for a large portion of supply, potatoes are also distributed 
into food service. There are both import and export markets for potatoes and potato 
products.'1% 


Other animal products 


Eggs 


Eggs do not have any close substitutes. Supermarkets account for a large portion of egg 
sales, with both branded and private label products having a strong presence. Egg producers 


1097 Australian Pork Limited ‘How do | know it's Australian?’, accessed 22 August 2024. 
1098 NFF Horticulture Council, Submission to the Inquiry, published 20 May 2024, p 5. 


1099 Australian Small Business and Family Enterprise Ombudsman Submission to the Inquiry, 20 May 2024, p 2; ACCC, 
Supermarkets Inquiry supplier roundtable summary, p 2. 


1100 Hort Innovation, Australian Horticulture Statistics Handbook 2022/23: Fruits, p 95, accessed 22 August 2024. 

1101 Hort Innovation, Australian Horticulture Statistics Handbook 2022/23: Fruits, p 42, accessed 22 August 2024. 

1102 The Farmer Magazine ‘Behind the scenes in our apples industry’ 20 October 2022, accessed 22 August 2024. 

1103 ACCC, Perishable Agricultural Goods Inquiry Report, 10 December 2020, p 4. 

1104 Hort Innovation, Australian Horticulture Statistics Handbook 2022/23: Vegetables, p 308 - 311, accessed 22 August 2024. 
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differentiate their products primarily through the method of production (barn-laid, cage-laid, 
free range) and product size. The largest egg farmers are vertically integrated, however, 
there are also a range of smaller producers.''°° Imports and exports of eggs are negligible 
due to their perishable nature, freight costs and disease risks.'1°° 


Drinking milk 


Dairy has been the subject of previous ACCC inquiries including 2016-18 Dairy Inquiry and 
the 2020 Perishable Agricultural Goods Inquiry. The Dairy industry is subject to an industry 
specific mandatory code — the Dairy Code, which came into effect on 1 January 2020. The 
ACCC has chosen to conduct a case study analysis of drinking milk which provides an 
opportunity to further understand and assess the outcomes of previous recommendations. 


Supermarkets account for a significant amount of drinking milk sales with the Australian 
Dairy Products Federation submitting that ‘in FY23, about 71% of liquid milk sold in Australia 
was sold in retail stores (by volume)’.'"°” There is a strong presence of private label and 
branded products with several major processors and a large number of smaller processors 
operating within the industry. 


Packaged food items and non-food items 


Packaged food items and non-food items generally either have low perishability or are non- 
perishable, which creates greater opportunities for importing and exporting products. 
Manufacturers typically produce goods themselves and supply directly to retailer and 
wholesale customers. 


Cereal and biscuits 


There are large manufacturers for both cereal and biscuits, and in contrast to the meat and 
fresh produce product categories, manufacturers of these items carry a diverse range of 
branded and private label products. Some cereal and biscuit products have significant brand 
awareness and loyalty, but there is also a significant degree of substitutability between 
products and brands. Additionally, many consumers have raised concerns about increased 
or high pricing accompanying a reduction in product size (shrinkflation) in response to the 
ACCC consumer survey. Examples of comments include: 


= ‘Everything is a lot smaller, but the price is almost doubled. Especially on cereal’. 


= 'Had to give up many essential things. Couldn't afford cereal as they have become 
extremely expensive and have reduced in size. Have had to change my eating habits’. 


Pet food 


In contrast to the other packaged food and non-food items we have chosen, pet food is a 
non-discretionary spend (an item that must be purchased) however only for a subset of 
customers (those with pets). While supermarkets are the main supply channel to consumers 
followed by wholesalers and pet stores,''°® specialty pet stores and online channels are 
becoming increasingly popular with many pet owners preferring high-quality pet food.''° 


1105 IBISWorld, Industry Report A0172 - Egg Farming in Australia, August 2023, p 46 and p 10. 
1106 ACCC, Perishable Agricultural Goods Inquiry Report, 10 December 2020, p 36. 
1107 Australian Dairy Products Federation Submission to the Inquiry, 20 May 2024, p 7. 


1108 IBISWorld, Industry Report OD5476 - Pet Food Production in Australiahttps://my.ibisworld.com/au/en/industry/c1192/at- 
a-glance, September 2023, pp 31-32. 


1109 IBISWorld, Industry Report OD5476 - Pet Food Production in Australia, September 2023, p 14. 
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Suppliers include a mix of large multination companies who supply a range of grocery 
products in Australia, and other companies that specialise in pet food.111° 


Dishwashing tablets 


Unlike many other grocery items, consumers often have discretion over when they purchase 
dishwashing tablets due to the package sizes in which they are sold and their long shelf-life. 
Dishwashing tablets have retail price cycles that involve periodic heavy discounting typically 
on a brand by brand basis. These pricing patterns are readily observable and while 
consumers do have discretion about when, and what size package they purchase, price 
sensitive consumers are likely to tailor their purchasing pattern to align with these cycles. 
Examples of consumer concerns about pricing practices relating to dishwashing tablets, 
raised in response to the ACCC consumer survey, include: 


= ‘| generally look for specials for washing powder, dishwashing tablets and cleaning 
products etc. | have preferred brands but will only buy these products when they are on 
special’. 


= ‘Keep on [sic] eye out for specials on more expensive items (body wash. washing 
machine detergent, dishwasher detergent) and buy even though don't immediately need 
them. Do without some products’ 


= ‘I've noticed products doubling in price such as mineral water, dishwashing tablets and 
washing powder. These products are regularly 40%- 50% off, it’s bizarre’. 


1110 IBISWorld, Industry Report OD5476 - Pet Food Production in Australia, September 2023, pp 54-61. 


252 


Appendix A: Consumer fact 
sheet 


ACCC 


AUSTRALIAN COMPETITION 
& CONSUMER COMMISSION 


Snapshot of insights 


from the consumer survey 


Supermarkets Inquiry Interim Report 


21,48 


- the most responses of any ACCC survey 


responses received to 
our consumer survey 


What consumers told us in their survey responses: 


Many respondents raised concerns about 
increasing grocery prices. Some said they 
are buying less food, skipping meals and 
experiencing emotional distress from grocery 
shopping. Many respondents also raised 
concerns about promotional practices. 


Households earning <$499 pw 


@ © @ @  arespending upwards 


16% P 9 ? ? of 20% of their post-tax 


income on groceries. 


Households earning $500 - $749 pw 
© © @ @  arespending upwards 


5 4% P 9 7 ? of 20% of their post-tax 


income on groceries. 


47 y of respondents compare grocery prices 
O always’ or ‘most times’ before they shop. 


db Respondents on lower incomes are 
S more likely to compare prices than 


— respondents on higher incomes. 


Next steps: 


We have identified a number of key issues that we will focus 
on in the Final Report. These include how promotions and 
loyalty programs affect consumer behaviour and purchasing 
decisions, and issues affecting low income and remote 


Convenience is the most-cited factor in how 
respondents choose their main supermarket. 


Respondents who mainly shop at Aldi are the 
exception, with value being their most-cited 
factor. 


of respondents in remote areas say the 


1 [3 primary factor in choosing their main 
store is they have no other option. 


R This compares with 6% of respondents 


in regional areas and 1% of respondents 


Z> O in metro areas. 


8 1 % are members of at least one 
O supermarket loyalty program 
L A 51% are members of at least two 


Almost half of respondents said 
their supermarket loyalty program 
Q membership does not influence their 
choice of grocery store ‘at all’. 
al The main reason respondents do 
not sign-up to a supermarket loyalty 


program is because they ‘don’t want 
grocery stores to collect my data’. 


consumers. We will also consider the feasibility and likely 
impact of options to address consumer concerns. 


We will be gathering and analysing documents and information 
relevant to these issues, including in formal hearings. 
Submissions on the key issues are welcome. 


Appendix B: Supplier fact sheet 


ACCC 


AUSTRALIAN COMPETITION 
& CONSUMER COMMISSION 


Snapshot of feedback from submissions 
and roundtables with suppliers 


Supermarkets Inquiry Interim Report 


submissions to 
our issues paper 


(S; 
Q-Q, 


7 roundtables with farmers and 
wholesalers of fresh produce 


What suppliers told us in their submissions and roundtable discussions: 


Many suppliers raised concerns about their 
reliance on major supermarkets as trading 
partners in supplying grocery products to 
Australian consumers. 


Suppliers, particularly fresh produce suppliers, have 
concerns about their trading relationships with the 
supermarkets, including: 


S the price they receive (which they say is 
sometimes below costs of production), 
O and their inability to negotiate 
oN 


rejection process is used for purposes 
other than genuine quality issues, including 
TAARI to manage volumes supermarkets receive 


A trading arrangements that place a 
. disproportionate level of risk on suppliers 
= i vs supermarkets 


Ü concerns that the quality assessment and 


a lack of transparency in the process 
for weekly tenders to supply fresh fruit 
and vegetables 


payments that suppliers are required 
or pressured to make (for example, for 
promotions). 


Suppliers consistently reported they would not raise 
their concerns with the supermarket due to fear it would 
jeopardise their commercial relationship. 


Suppliers with longer-term supermarket commitments 
raised concerns about difficulties in seeking to pass on 
increases to their costs to supermarkets. 


Next steps 


We have not yet reached conclusions about any of the 
concerns raised by suppliers. 


We will explore these concerns, along with other key 
issues, in our Final Report. We are obtaining documents 
and information, some under compulsion, and will hold 
formal hearings in October and November. Submissions 
on the key issues are also welcome. 


We will undertake a series of case studies of the following 
grocery supply chains to help analyse the key issues 
facing suppliers and, to the extent possible, will examine 
prices and margins along these supply chains. 
strawberries, 


A Meat products: 
Beef, chicken, 
pork 
cucumbers 


SUES animal Packaged food 
products: - ems: 
Eggs, ciini Cereal, biscuits 
milk 

Non-food items: 

Pet food, dishwashing tablets 


Fresh produce: 
Bananas, apples, 
potatoes, 


Appendix C: Terms of Reference 


Competition and Consumer (Price Inquiry— 
Supermarkets) Direction 2024 


I, Jim Chalmers, Treasurer, give the following direction to the Australian Competition and 
Consumer Commission. 


Dated 1 February 2024 


Dr Jim Chalmers 
Treasurer 


Authorised Version F2024L00132 registered 01/02/2024 


Authorised Version F2024L00132 registered 01/02/2024 


Contents 


Part 1—Preliminary 1 
1 Name 


3 Authority .... 
4 Definitions 


Part 2—Price inquiry into groceries 3 
5 Commission to hold an inquiry 


6 Directions on matters to be taken into consideration in the inquiry 
7 Directions as to holding of the inquiry... cece eeeeceeseeeceseseeecseeeceecneeecsecseseceeseceecaesecneceseeens 4 
8 Period for completing the inquiry 


Competition and Consumer (Price Inquiry—Supermarkets) Direction 2024 i 


Authorised Version F2024L00132 registered 01/02/2024 


Authorised Version F2024L00132 registered 01/02/2024 


Preliminary Part 1 


Section 1 


Part 1—Preliminary 


1 Name 


This instrument is the Competition and Consumer (Price Inquiry— 
Supermarkets) Direction 2024. 


2 Commencement 


(1) Each provision of this instrument specified in column 1 of the table commences, 
or is taken to have commenced, in accordance with column 2 of the table. Any 
other statement in column 2 has effect according to its terms. 


Commencement information 


Column 1 Column 2 Column 3 
Provisions Commencement Date/Details 
1. The whole of this The day after this instrument is registered. 
instrument 
Note: This table relates only to the provisions of this instrument as originally made. It will 


not be amended to deal with any later amendments of this instrument. 


(2) Any information in column 3 of the table is not part of this instrument. 
Information may be inserted in this column, or information in it may be edited, in 
any published version of this instrument. 


3 Authority 


This instrument is made under the Competition and Consumer Act 2010. 


4 Definitions 


Note: Expressions have the same meaning in this instrument as in the Competition and Consumer Act 2010 as 
in force from time to time—see paragraph 13(1)(b) of the Legislation Act 2003. 


In this instrument: 
inquiry has the meaning given by subsection 95A(1) of the Act. 


Food and Grocery Code of Conduct means the code set out in Schedule 1 to the 
Competition and Consumer (Industry Codes—Food and Grocery) 
Regulation 2015. 


groceries includes the following: 
(a) groceries within the meaning of the Food and Grocery Code of Conduct; 
and 
(b) raw materials that are to be processed into, or used in the manufacture of, 
items covered by paragraph (a). 


price has the meaning given by subsection 95A(1) of the Act. 
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Part 1 Preliminary 


Section 4 


retailer has the meaning given by the Food and Grocery Code of Conduct. 


State or Territory authority has the meaning given by subsection 95A(1) of 
the Act. 


supplier has the meaning given by the Food and Grocery Code of Conduct. 
supply has the meaning given by subsection 95A(1) of the Act. 
the Act means the Competition and Consumer Act 2010. 


wholesaler has the meaning given by the Food and Grocery Code of Conduct. 
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Price inquiry into groceries Part 2 


Section 5 


Part 2—Price inquiry into groceries 


5 Commission to hold an inquiry 


(1) Under subsection 95H(1) of the Act, the Commission is required to hold an 
inquiry into the markets for the supply of groceries. The inquiry is not to extend 
to any of the following: 


(a) the supply of a good or service by a State or Territory authority; and 


(b) reviewing the operation of any Australian law (other than the Act) relating 
to the supply of groceries, except as necessary to consider the matters set 
out in section 6; and 


(c) reviewing the operation or scope of the Food and Grocery Code of 
Conduct, except as necessary to consider the matters set out in section 6. 


(2) For the purposes of subsection 95J(1), the inquiry is to be held in relation to 
goods and services that are groceries. 


(3) Under subsection 95J(2), the inquiry is not to be held in relation to the supply of 
goods and services of that description by a particular person or persons. 


6 Directions on matters to be taken into consideration in the inquiry 


Under subsection 95J(6) of the Act, the Commission is directed to take into 
consideration all of the following matters in holding the inquiry: 


(a) the structure of the markets for the supply of groceries by suppliers, 
wholesalers and retailers, including: 


(1) the level and nature of competition at each of these levels of the 
markets; and 


(ii) relationships between the parties at different levels of each of the 
markets (for example, relationships between wholesalers and 
retailers); and 


(iii) the competitiveness of small and independent retailers, including 
those in regional and remote areas; and 


(iv) the impact of technological change on each of the markets, including 
the impact of the growth of online shopping; and 


(b) the approach of suppliers, wholesalers and retailers to setting prices for 
groceries, including the use of data analytics in setting prices; 
(c) factors affecting the price of inputs along the supply chain for groceries, 
including: 
(i) any impediments to the efficient availability of inputs along the 
supply chain; and 
(ii) any impediments to the efficient pricing of inputs along the supply 
chain; and 
(iii) any difference between the prices paid, and prices charged, by 
suppliers, wholesalers and retailers for groceries; and 
(d) non-price aspects of competition in the markets for groceries, including the 
impact of: 
(i) loyalty programs; and 
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Part 2 Price inquiry into groceries 


Section 7 


(ii) discounts offered by retailers for future purchases of groceries or 
other goods or services. 


7 Directions as to holding of the inquiry 


Under subsection 95J(6) of the Act, the Commission in holding the inquiry is 
directed to give to the Treasurer an interim report on the inquiry by no later than 
31 August 2024. 


8 Period for completing the inquiry 


For the purposes of subsection 95K(1) of the Act, the inquiry is to be completed, 
and a report on the matter of inquiry given to the Treasurer, by no later than 
28 February 2025. 
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